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It's a.m.Thursday morning.
Do you know where your business is?

re

But computerizing doesn't mean
changing all of your systems. HP's software is flexible enough to work the way
you do. And so easy to use that even
people with no computer experience can
guide themselves through the program.
To find out more about how HP
can help you, contact Richard A.
Stearns at Hewlett- Packard, 370 W.
Trimble Road, San Jose, CA 95131,
(408) 263 -7500.
[

These days, it's not enough just to see
your company's financial picture at the
end of the month. You've got to be able
to get reports whenever you need them.
And now, with Hewlett- Packard's Financial Accounting software, and the
HP 3000 business computer, you can.
HP's Financial Accounting software
integrates General Ledger functions
with Accounts Receivable and Accounts
Payable, all expandable by the addition
of HP Dual Ledger and multi- currency
capabilities. So you can have your entire
accounting department on line.

hP

HEW LETT
PACKARD

HPPAY — a total payroll solution for the HP 3000

Accountemps
puts the pro

M iR L1Ct1V1
Specialists increase productivity. And Accountemps professionals are temporary personnel
who specialize in solving your bookkeeping, accounting and data processing problems.
Accountemps specialists are slightly over - qualified.
That's good news for you. You don't have to train our specialists: You just give them a few
moments of orientation.
And here's more flood news for you. Because they know their specialty they work quickly

and efficiently —and they re not hampered by the routine interruptions that disrupt your regular
employees.
A call to any one of 80 offices in the
--_
United States, Canada and Great
Britain will bring you the help
you need immediately —for
0
a day, a week, a month or
longer— whenever you
need them — evenings
or weekends.

•

0 1994 Robert Half International Inc. All offices independently owned and operated
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Robert Townsend: Lessons from a Maverick CEO

23

By Kathy Williams and Robert L. Shultis
Put aside everything we've told you thus far about management accountants who have
climbed through the financial ranks to reach the pinnacles of their careers as chief executive officers, and listen to the counterpoints espoused by Robert Townsend— former CEO
of Avis Rent -a -Car when it began its "We Try Harder" campaign. The author of the tongue in -cheek corporate survival guides, Up the Organization, and Further Up the Organization,
succeeded by overturning all the establishment cliches.

Information
Systems

Designing Focused Information Systems

34

By Vincent J. Giovinazzo
Management accountants who provide top management with voluminous printouts of financial and statistical data are not necessarily doing their jobs well. What they should be
providing is relevant information critical to operational decision making.
Lybrand Gold Medal, 1983 -84.

MICROMANIA —or, How to Spend $8,000 and Create
a $75,000 Problem

42

By Thomas J. Decker
When small businesses decide the situation is "go" for installing computer systems, they
have to do more than just recognize that software should be selected before hardware.
Someone must be identified, either inside or outside the firm, who really knows the application being automated, and that individual's time and involvement in the project must be included in any cost analysis.

More Perils of Automation Fever

47

By Carroll Peterson
Does any software package fit any company's requirements? This association found out
the hard way that it could not depend on an off - the -shelf package for its specific needs.

Budgets

How Supervisors React to `Meeting the Budget' Pressure

&

By Paul J. Carruth and Thurrell O. McClendon

Behavior

A budget system has performed inadequately whenever the operations of the system, the
interpretation of the reports, or the manner in which the reports are used motivates an individual to take an action that is not in the best interest of the organization. Accountants
must be aware of the behavioral implications of using budgets for control and evaluation.

Small
Business

Do Accountants Make Good Small Business Owners?

50

56

By Joanne L. Stockdale
To be successful, small business owners need a working knowledge of basic record keeping, financial and personnel management, market analysis, breakeven analysis, taxes, legal structures, and communications. Accountants have all these qualifications.

Warranty
Costs

Estimating Accounting Reserves with Quantitative Methods

59

By Gene L. Smith and Thomas J. O'Larnic
According to FAS No. 5, possible losses from contingencies must be charged to income if
there is a reasonable likelihood of such a loss and if the amount of the loss can be reasonably estimated. Here's how a controller's staff estimated adjustments on tire warranties.

MANAGEMENT ACCOUNTING /NOVEMBER 1984

Research

Increasing Productivity in the United States
By Harold E. Arnett

63

A summary o f a new NA A research bo ok suggests that a majo r reason f o r the decline in
pro ductivity is that free enterprise has no t been allo wed to f unctio n as designed.

MAP

NAA Publishes New MAP Statement

67

By Lo uis Bisgay
MA P publishes a practical guide f o r understanding and co mputing the co st o f capital, a
wo rking to ol fo r the financial manager. The directo r o f M anagement Accounting Practices
also pro vides an explanatio n of the pro mulgatio n pro cess, and current pro jects.

Statement on Management Accounting, No. 4A —Cost of Capital 68
By Co mmittee o n M anagement A cco unting P ractices
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PERSPECTIVES

The Leader as Communicator -2
When Barton O. Johnson, president of the Macomb County- Michigan Chapter, stepped up to the podium at the Annual Dinner in Seattle last June to accept the Stevenson Trophy for his chapter, he
made an offhand remark that capsules
some of the qualities of leadership. He
said, "I'm thinking of going into politics
or acting. It's not surprising for those
who work on chapter boards —which requires both [skills]."
This is an insightful comment from an
NAA member who has demonstrated his
leadership. In fact, not only did he successfully lead his chapter to capture of
the Stevenson Trophy, he also wrote
two articles that won Certificates of
Merit.
His secret, of course, is that he has learned how to communicate,
both orally and through the print media. Communications is what
successful politicians are good at or they wouldn't be re- elected.
Politicians also have to be good at motivating people, getting different factions to compromise, and persuading their audience to support certain programs.
In fact, it is safe to say that communication is one of the most essential ingredients of leadership today, both in private industry and
government. Motivating people to carry out tasks to reach a common objective calls upon all the qualities of communication an individual can muster.
Communication, of course, involves more than just the spoken
word: how you listen and respond to criticism can help reinforce the
message or impair its receipt and acceptance. Bart, I think, touched
upon this aspect of communication when he referred to acting.
Communicating successfully also means setting up a rapport between you and your listeners.
For some people, communicating comes naturally; most of us,
however, must learn the hard way by leading chapter meetings,
chairing committees, and delivering talks when asked to. Often it's
hard work to get your message across. We have to backtrack, simplify, and repeat, repeat, and repeat. That is why it is so gratifying
when you do get your message across.
Success in communicating is essential to effective leadership —in
Association activities as well as in your professional career. You can
hone those communications skills within NAA, just as Bart Johnson
and thousands of other current and past chapter and national officers and directors have.

HERBERT SEIFFERT
President, 1984 -85
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Now. Unsecured credit lines to 525,000
from the privacy of your office.

As a member of the National Association of Accountants, you are eligible
to apply for a line of credit up to
$25,000...onyoursignature alone. No collateral is necessary. No endorsers.
No co- signers. And, most importantly.
no hassles.
• Credit lines available from $5.000
to $25,000. Major funds for your major
needs. While current earnings or credit
cards can take care of most smaller
needs. today's busy executive requires
larger amounts of cash from time to
time.
• All transactions handled by mail.
This unique feature makes borrowing
unusually convenient and guarantees
privacy. There are no personal meetings and no complicated procedures.
The few necessary steps are made
by you in the privacy of your home
or office.
• Your signature Is the only collateral
required. There's no need to tie up
any of your assets.
• The convenience of a revolving
credit line. Once your credit line is
approved, it only takes a phone call to
activate your credit —a check is mailed
immediately. If you want additional
funds the next month or the next
...money will be
day just call and your
...mail.
in the

• No fees. No prepayment penalties.
There is no charge to establish your
credit line, no loan processing fees.
and no prepayment penalties. Once
you activate your line, you pay interest
only on the amount you actually use.
• Satisfaction guaranteed. There's no
risk. If you activate your credit line and
are not completely satisfied. return the
money within 30 days and there's
absolutely no cost to you.
This special program is administered
by Security Pacific Executive /Professional
Services in Aurora, Colorado —a national
leader in providing mail loans with a
history dating back to 1905. In California,
the program is handled by the Banker's
Investment Company.
Both Security Pacific Executive/
Professional Services and Banker's
Investment Company have the experience and financial strength to serve the
membership. They are subsidiaries of
Security Pacific Corporation, the nation's
ninth largest bank - holding company with
assets over $42 billion. Both institutions
are equal opportunity lenders and
approval of all credit lines, regardless of
amount, is subject to their normal credit
polices.

To cover the administrative costs of
arranging a national program, the
Association receives a small fee. The
offer should not be construed as an
endorsement by the Association of the
lender or any other products or services
included in the Group Discount Program.
You'll find It easy to apply for
your line of credit. lust fill out the
coupon below and mail It today. By
return mail you'll receive a one page
application. ft's that simple.

SECVJPTY PACIFIC
14201 East 4th Avenue
Aurora. Colorado 80011
1- 800525 -1344
Security Pacific Executive/
Professional Services, Inc.
PO Box 33009, Aurora, CO 80012
1- 800525 -1344

Address
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State
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Opinion
Robert L. Shultis, Executive Director

Small Business —It's Time to Stand Up
and Be Counted
Much has been written, in this column and elsewhere, about the FASB's efforts to cope with
the real or imagined problems that small and
private businesses and their internal or external
accountants have with the accounting standards that the Board issues. Interested parties
have referred to the issue by various names —
"st an dard s overload ," "big GAAP — little
GAAP," "differential measurement" and so on.
Some years ago, the Board seemed to be
tending toward trying to separate the accounting standards promulgated for small and privately held companies from those for the larger, publicly held companies. This "big GAAP—
little GAAP" approach apparently has floundered, and rightfully so, in my opinion, on the
shoals of practicality and definitional problems.
The basic issue hasn't gone away, however,
and has, in fact, been very prominent in at least
two projects now before the Board. They are
"A c c ou n t in g for Inc ome Taxes '' and
"Pensions."
As a result, the Board is now taking a new
approach which it hopes will bring it more input
from the small business manager and the small
public practitioner. Nearly every public hearing
that I can remember —and that goes way back
to 1977 when I testified on behalf of NAA and
its MAP Committee —was dominated by the
large accounting firms, the major corporations,
and the associations which represented them.
Still, the Board has correctly concluded that
most of the,major issues on which it has promulgated standards have important implications for small business as well as large. The
interests of the two groups (large and small)
must be considered within whatever accounting
issue is being debated.
'The Silent Majority'
A few presidential campaigns ago we heard
about "the silent majority" that was "out there"
in the electorate but never heard from. The
Board must feel it has a group similar to that

"out there." Even though it may not be a majority, it represents an important and growing part
of the economy and of the Board's constituency. How to reach it, how to find out how it feels,
and how to determine what it needs has always
been a problem for which the FASB has diligently sought a solution. Big companies have
specialists to analyze an issue and reach a position; small companies have presidents and
controllers who are too busy making their businesses go ... or so it seems. The responses
from small business in the past have hardly
been overwhelming.
Now, in a fresh attempt to be responsive to
the needs of small and privately held businesses, the FASB has established a "Small Business Advisory Group" from which it intends to
solicit opinions of small businesses on the accounting issues of the day. A nucleus of this
group is four members of the Small Business
Advisory Committee of FASAC, myself included. To that have been added eight others
whom I have not met as yet but who appear to
represent small to medium -sized businesses,
practitioners, and banks.
Discussion of at least three issues is on the
group's initial agenda. They are:
• Accounting for Income Taxes,
• Accounting for Computer Software,
• Employer's Accounting for Pensions.
Wayne Upton, the Board's project manager
for this effort, has compiled an impressive list
of questions that the Advisory Group will consider as it discusses each issue. They read
something like this:
1. Is this a small business issue? That is, is the
transaction frequently encountered by small
or closely held companies?
2. Does the proposed standard (or action) present any problems for small businesses that
larger companies do not encounter?
3. Do the costs of compliance with the proposed standard exceed the potential benefits, including benefits to users?
4. What are the information needs of users in
relation to the proposed standard? Are
these needs different for small businesses?
5. What implementation problems might arise?
6. If different measurement and /or disclosure
is appropriate, what form should it take?
How should it be applied?
7. Are there less complex methods to arrive at
approximately the same result as the methods indicated in the proposed standard?
8. Do you see better wording, more examples,
101-10-28
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WHAT DO YOU FIGURE?

Whatever you figure... figure on a SWINTEC
SWINTEC electronic calculators are designed to make life easier for people who work with figures
day in and day out. They have large, comfortably contoured buttons and exceptionally easy -to -read
displays ... and they are ruggedly built for reliable performance under the heaviest workload.

swintee

SWINTEC makes a complete line of full- featured
electronic calculators, including display /print
and display only models. However you figure
it, there's a SWINTEC calculator that's made
for you. For the name of the SWINTEC dealer
nearest you, call us toll -free at 800 225 -0867
(in New Jersey call 201 935 - 0115).

CORPORATION
23 Poplar Street, P.O. Box 421
East Rutherford. NJ 07073 201 935 -0115
Outside New Jersey, call toll -free 800 225.0867
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Management
Accounting
Practices
Louis Bisgay, Editor

sibility of a computer software product as research and development costs and to charge
those costs to expense when incurred. Providing the product's cost recoverability has been
established according to certain criteria, the
costs of producing product masters, including
coding and testing, would be capitalized. Comments on the proposed standard are due by
November 30.
For FASB publications, contact the Board at
High Ridge Park, Stamford, Conn. 06905; Telephone (203) 329 -8401.

MAP Supports Form S -4;
Comments on FASB Issues
FASB on Futures Contracts
Within a two -week period, the Financial Accounting Standards Board issued a statement,
an interpretation, and a proposed statement.
FAS No. 80, "Accounting For Futures Contracts," requires companies to recognize gains
or losses in income when a change occurs in
the market value of a futures contract, unless
the contract qualifies as a hedge. The Statement does not address foreign currency futures
contracts, which are already covered by Statement 52. The only significant difference between the Statement's provisions and those of
an exposure draft issued in 1983 is that the exposure draft would have required companies to
recognize gains and losses throughout the life
of a hedge whenever the futures results were
not completely offset by changes in the hedged
item, while FAS No. 80 requires gain or loss
recognition only when the correlation of cash
market and futures market prices over the
hedge period ceases to be high.
According to FASB Interpretation 38, "Determining the Measurement Date for Stock Option, Purchase, and Award Plans Involving Junior Stock," companies that sell junior stock to
employees must recognize compensation expense for the difference between the amount
paid by the employee for the junior stock and
the market price of the company's regular common stock when the requirements for conversion into common stock are met. Junior stock,
a separate class of stock sold to employees for
a fraction of the price of the company's regular
common stock, is convertible into the common
stock if certain performance goals are met.
The proposed Statement, "Accounting for
the Costs of Computer Software to be Sold,
Leased, or Otherwise Marketed," would require
companies to classify the costs of planning, designing, and establishing the technological fea-

NAA's Management Accounting Practices
(MAP) Committee was very supportive of the
Securities & Exchange Commission's proposed
Form S -4, which if adopted, will be used for
registration of securities in connection with
business combination transactions (MAP, Oct.
'84). The MAP Committee believes that conforming those filings to the principles of the integrated disclosure system would "represent a
step in the right direction."
In a letter to the FASB, the MAP Committee
endorsed the substance of a proposed Technical Bulletin dealing with the effects of the Tax
Reform Act of 1984 on deferred income taxes
of Domestic International Sales Corporations
(MAP, Oct. '84). Because, however, of considerations of appropriate accounting and enhancement of user understanding, the Committee suggested that adjustment of deferred
income tax balances relating to taxes effectively forgiven by the Act should be fully recognized
in the quarter that includes the date of enactment —July 18, 1984 — rather than restating prior interim periods of the current fiscal year.
The MAP Committee supports issuance by
the FASB of a Statement on "Disclosure of
Postretirement Health Care and Life Insurance
Benefits Information" and advised the Board
that, if it addresses the accounting issues, its
first pu blicat ion s hou ld be a dis cu ssion
document.
In its comments on the FASB Invitation to
Comment, "Accounting for Compensation
Plans Involving Certain Rights Granted to Employees," the Committee took the fundamental
position that none of the alternatives to current
practice (APB Opinion 25) is as useful as current GAAP. If the Board decides change is
needed, the preferred date for measurement of
option values is (a) the date of grant for market
performance plans payable in stock and (b) the
date of exercise for stock appreciation rights
► ► 54
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One financing arrangement simpler than ours.
If you're looking for a way to simplify the process of financing IBM equipment,
consider the IBM Credit Corporation.
Our term lease master contract, which you need to sign only once, is a mere
four pages. A little longer than an IOU, but look what it gets you.
Flexibility. We'll tailor lease financing to meet your company's needs.
Upgradability. If your business grows or you want to add equipment, a simple
supplement to your original contract is all it takes.
Competitive rates.
We not only reduce your paperwork, we reduce your peoplework.
The same person who helps you choose the IBM equipment your business
needs can also arrange to finance it.
Call your IBM representative to get more information about the IBM Credit
Corporation. Or call 1800 IBM -2468 Ext. 293, code AG.
You owe it to yourself.
See how simple Financing can be.
l : , . H i i r[arparrr� on

Taxes
Susan Jayson, Editor

Tax Reform: Is Flat Fair?
The purpose of this column is to provide current tax information and analysis as it applies to
the corporate and financial sector; however,
when there is an issue destined to have such
social and economic impact as the current
movement to simplify our income tax system,
we feel a break with tradition is in order.
The notion of abandoning our current progressive tax system and replacing it with a flat
or simple low rate tax on all income continues
to be popular among taxpayers. A poll conducted in September 1982 by Louis Harris demonstrated a shift in public support in favor of closing loopholes and adopting a flat rate tax
coupled with the elimination of many deductions. Motivated by this change in public opinion and aware of problems in our federal income tax system, politicians have introduced
several flat rate tax bills. The proposals being
seriously considered are variations on a "pure"
flat income tax.
Generally, the proposals now being debated
would impose a flat rate of tax varying from
10% to 20% to an expanded income base for
individuals and an elimination of most of the existing deductions, exclusions, and credits. The
expanded income base would include municipal and state bond interest.
Transfer payments such as social security,
unemployment compensation, and currently
untaxed fringe benefits would be taxed. The
system also would include exemptions or an
expanded zero bracket amount to provide relief
for low income individuals.
Despite their theoretical differences, flat tax
supporters agree that reform would bring simplicity, equity, and economic efficiency to the
present tax system. Supporters believe the application of tax laws would be simplified because most of the deductions, credits, and exclusions, as well as favorable capital gain
treatment, would be eliminated. The system is
considered more equitable because "bracket
creep," resulting from the application of our
progressive tax structure during periods of in10

flation, would be eliminated, as would the marriage penalty.
Harry Jacobs, chairman of Prudential -Bache
Sucurities, supports a low rate, broadly based
income tax because he views the current law
as being unworkable and harmful to private investment. He concurs with other flat tax advocates who charge that taxpayers are encouraged to invest in unproductive tax shelters
instead of making sound investment decisions
predicated on the economics of cost benefit in
a setting in which the tax law is neutral.
Critics argue that the flat tax would favor the
wealthy, do little to simplify the federal income
tax system, and be detrimental to the economy.
Under our present progressive system the top
10 %, those earning more than $38,800 in
1981, paid 48% of all income taxes. The 2.2%
of taxpayers who earned over $75,000 in 1981
paid 56.7 billion or 20% of all taxes. By contrast, the bottom 25% of all earners, those
making $6,600 or less, paid only 0.7% of all income taxes.
Albert B. Ellentuck, chairman of the AICPA's
tax division and national tax partner of Laventhol and Horwath, recently told the Senate
Finance Committee, on behalf of the organization, that the flat tax would not make the average taxpayer's return easier to prepare because expenses that now commonly appear on
the tax returns of middle income taxpayers
would continue to be deductible under prominent flat tax proposals. In addition, the base
broadening process would cause more items to
be reported as taxable income by the average
taxpayer.
Flat tax critics are skeptical that a single low
tax rate will eliminate an underground economy
or tax evasion, especially if that rate is, in fact,
higher than the average rate now being paid
even though it might be set nominally lower
than current marginal rates.
These same critics must admit, however, that
the current system has not always been successful in matters of tax administration and
compliance. According to the Journal of Accountancy, studies of the underground economy estimate that as much as $100 billion escape taxat ion from both illegal and legal
sources.
The Senate Finance Committee, chaired by
Robert Dole (R- Kan.), is now studying a number of comprehensive reform proposals and in
the process is trying to determine their impact
on the economy and federal budget. The committee is far from reaching a consensus of reform and no action will be taken this year. Instead, according to Senator Dole, the stage is
being set for a major assault on the system.0
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The automatic tax department

starts with Micro - Source TBI.

I
yr

_r

Unlock your G/L with this key.
F

YOURGENERALLEDGERislocked
awayonthecompanymainframecomputer,FAST-TAXhasthekey:Secondrow,fifth
from the right on your IBM4,PCkeyboard.

onekey, andtheinformationappearsonyour
screen class[fied, summarized, and translated into "tax. "*
Get in touch with FAST -TAX.

Open Communication with
your mainframe.
Withyourpersonal business computer and
Micro-SourceTBIsoftwarefrom FAST-TAX,
youcanaccesstheG/Lbalancesanddownload all the information you need. ,lust press

YoucantalktotheFAST -TAX mainframes,
too. That's how you get carryovers from last
year's return automatically factored into this
year's picture.
You're independent now!
Withthedatain hand, you don't need totalk
toanybody. Youcan massagethenumbers
all on your own — off line. Simply follow
thestep -by -step menus toenter Schedule
M's, adjustments, reclassifications, changes.
Report - writing capabilities are built in.
Spreadsheets, too.

FAST TAX mtedam with most popular
G,L p0ages — including McCorrnach and Dodge

Key element
in the Micro -line Workstation.
You can stop at Micro- Source TBI, if you
wish.But youshouldseewhathappenswhen
you plug in the Formwriter 2 Laser Printer
and theMicro- Control 1120 TaxCalendar.
Now you're talking "Workstation." At the
Micro-LineDesktopTaxWorkstation,youcan
tackletaxplanning, departmental scheduling
and you can even generatefinal returns, extensions, and estimated payment vouchers
automatically — in house.
Infact, FAST-TAX technologycanfreeyou
from more1120 drudgery than any combination of alternatives.
Soforan"automatic taxdepartment:' open
uptoFAST-TAX:1-800-FAST-TAX.

— — — — — — ------ - - ---t

T0: Pete Roberts. FAST-TAX
2395 Midway Road, Carrollton. Texas 75006
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Micro - Source TBI could set us free.
[] Send us the MicroTell us more about the MicroSource TBI Answer Book,
Line Desktop TaxWorkstation.
Name
Title

Compulenred taxprocessmq for corporate prolesaovals
Phone

COMPUTER
LANC5uA(5CRESEARCH
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company
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I

Address
city

State

World Headquarters: 2395 Midway Road, Carrollton. TX 75006
1-800-FAST-TAX
In Texas: 214/934 -7000
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Management
Information
Systems
Gerald R. DeMaagd, Editor

Microcomputer Treasury Workstations
For those of you who attended the presentation
by Gayle Higake and Angie Sagastume of the
Bank of America at the Seattle '84 NAA Annual
Conference titled "Corporate Cash Manage ment—An Update," it may be obvious to note
that the recent development of microcomputer based treasury cash management systems has
opened up new possibilities for automated assists to management in this area. Gayle Higake
provided attendees with an excellent overview
of how a treasury workstation can assist a corporation's cash management function.
A treasury workstation is defined as an automated system designed to support the treasury
functions of a company. The latest versions of
these systems being marketed now include a
microcomputer, an external data link to the
banking network via electronic data transmission over telephone lines, and a micro -based
software package to assist with centralized
treasury management of cash, debt, and investments. Functions typically include balance
reporting, funds transfer, account analysis, and,
optionally, portfolio management. New levels of
convenience can be reached when the micro is
equipped with an autodial feature to automatically call the bank each morning, obtain the updated daily account balances, and integrate
them into a daily cash projection worksheet.
The MicroStarTM product being marketed by
the Bank of America was the first micro -based
cash management services product of this type
to hit the market, with pilot testing in September 1982 and full release in April 1983. Although it is conceded by many to be the current
leader in the field, it is only 1 1 / 2 years old.
Actually, the current micro -based products
might be considered second generation systems. The first generation of automated telecommunications links provided by banks to
12

their customers for account balance reporting,
lockbox, and depository checking activity became available as early as 1972 via "dumb"
terminals. A dumb terminal, unlike today's micros, does not have any programmable memory of its own, but relies on the bank's computer
to which it is linked in a time - sharing mode to
perform any analytical functions.
The microcomputer versions enjoy a computer cost performance advantage in addition to
their functional application advantages. As a result, most major money center banks now also
market enhanced second generation versions.
Recently many banks and software vendors,
have begun marketing corporate cash management software as well.
Still, the rush to develop and market micro based systems has not been without its critics.
Successful implementation will depend on detailed project planning and careful analysis of
the functions of the proposed products in relation to the corporation's overall cash management strategy. Previous experience with microcomputer capabilities and limitations, although
not essential, is nevertheless helpful. As human beings, we tend to become overwhelmed
by the unfamiliar and impatient with machines.
Usually proper training will overcome initial reticence and ease the transition.
The third generation of treasury systems has
yet to make an appearance. Jean Crooks, vice
president of the Synergistics Research Corp.,
has pointed out that it would be a mistake to
believe that treasury management services
should be no more than new packages of traditional cash management services.' She points
out that most companies are interested in performing overall financial planning on microcomputers, and that such planning is usually based
on a firm's own internally generated data as
well as, or more than, bank generated data.
For example, if internally generated data on
expected cash inflows from a company's sales,
shipping, and accounts receivable systems,
and data on expected cash outflows from the
purchasing, payroll, and accounts payable systems could be easily or automatically interfaced
to and from the micro -based workstation, another quantum leap in functional capability
would result. Current second generation systems largely depend on keying this data into a
micro spreadsheet program. The challenge for
third generation software designers and inhouse data processing staffs will be to find a
way to provide additional integration of both
banking system data and the corporation's fiI.- I
nancial system data.
'Jean H. Crooks. "The Prospects for Microcomputer -Based Treasury Management Systems," Journal of Cash Management. Aug. ?Sept. 1983. pp. 19 -22.
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LetOurFinancial Planners BecomePartof YourTeam
TOTAL FINANCIAL PLANNING: TODAY IT'S A NECESSITY
Independent research surveys have conclusively shown
that people want comprehensive financial advice.
TOTAL�FINANCIAL�PLANNING�—�prepared�professionally.
presented personally, and projected to reflect changing�needs�—IS�THE�ANSWER�MANY�INDIVIDUALS�ARE
SEEKING.
Our�company—�RESOURCE�MANAGEMENT�—is�an�independent organization that prepares individual TOTAL
FINANCIAL PLANS for accountants to provide directly to
their clients.
RESOURCE MANAGEMENT WORKS FOR YOU
We provide the necessary questionnaires that you
complete with your client. You return the questionnaire
to us where our staff. using the latest technology, creates
an easy to read but comprehensive UNBIASED TOTAL
FINANCIAL PLAN.
Areas such as income tax planning, estate planning,
financial independence and investment planning,

education planning, insurance planning, retirement
planning and more are addressed in detail. Each TOTAL
FINANCIAL PLAN will be custom designed to meet your
client's unique set of circumstances.
HOW YOU CAN BENEFIT
Cerflfled Rhanial Planners and fnestmentAdufsors
are charging hundreds, andww fhousands of do$lars for the same product.All you need to do is to fill
outthe questionnaire with your client and send it to us,
We�do�the�rest.�Your�cost�is�5250.�The�fee�to�your�clients�—
of�course�—is�your�decision.
SEE FORYOURSELF
To demonstrate the superior quality of our financial
plans, we would like to send you FREE OF CHARGE a
sample of one of our TOTAL FINANCIAL PLANS. We will
also include one completed questionnaire, one blank
questionnaire and a brochure which explains, in greater
detail, the scope of our service.
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fessionals will constitute only about 25% of the
total processing done in major corporations.

SEC's EDGAR Is Born

Robert F. Randall, Editor

Merger Fever Hits Accounting
Price Waterhouse, the fifth largest accounting
firm, and Deloitte Haskins & Sells, the seventh
largest, are discussing a merger, and, according to reports, they will recommend such a
move by the end of the year. If the merger is
consummated, the organization would become
the largest public accounting firm in the nation.
The objective of the merger, according to PW
Chairman Joseph E. Conner, and Deloitte Managing Partner J. Michael Cook, is to cut costs
and increase "resources available for technical
and research purposes and expand industry
specialization programs." Alexander Grant &
Co., the 11 th largest firm, and Fox & Co., the
13th largest, also are discussing a merger. If
both mergers succeed Alexander Grant and
Fox would become the eighth largest firm.

MIS Share of Corporate Budget Rises
The MIS share of the corporate budget increased markedly over two years ago, according to the Diebold Group's 1984 biannual survey and analysis of MIS budgets. Based on a
sample of 160 large North American companies, the survey showed that the combined average increase in MIS budgets was 13.6% in
90 manufacturing companies, hardware budgets increased by 11.3% with the greatest increases in minicomputers and terminals and
PCs for end users, and expenditures for software went up nearly 30 %. Another significant
finding: 80% of the respondents to the survey
report having information centers in 1984, up
from 67% a year ago. New budget spending
patterns, according to David J. Dell, director of
Diebold Research Services, mean that "leading
companies are beginning to reallocate their resources to enable them to support computing
outside the data center, and with it to spread
greatly the responsibility for the operation and
maintenance as well as the use of information
systems." Theodore J. Freiser, president of
John Diebold & Associates, suggests that by
1990 information processing done by MIS pro14

The Securities & Exchange Commission has inaugurated its Electronic Data Gathering and
Retrieval system (EDGAR), which is designed
to allow corporations to file their SEC forms
electronically. Under the new system, companies will be able to file their SEC reports via
floppy disk or through a telephone modem on a
compatible computer terminal. For the time being, however, companies also must file the
same information on paper. Although the data
filed on the system can be retrieved by using
computers at the SEC's offices in Washington,
D.C., and in similar offices in New York and Chicago, investors using home computers will not
have access to the system until March 1986.
Eventually, the agency hopes to make electronic filings available to the public almost instantly via home computers.

Flow of Business Information Restricted
Companies have faced obstacles and restrictions in transmitting data in some 30 countries,
according to a Conference Board survey covering nearly 240 firms in 16 nations. In today's
multinational environment, the free flow of information across national boundaries assumes
enormous importance, and impediments to this
process are viewed as serious competitive
threats to the success of many companies.
Some countries, like Brazil, are restricting and
regulating data flows to build and nurture local
informatics industries. Others, like Canada, are
imposing regulations to protect their national
uniqueness. The report is "Regulating International Data Transmission: the Impact on Managing International Business."

Business /Accounting Briefs
To figure your true business travel costs, you
should be figuring the VET, the Value of Executive Time, according to Runzheimer Reports on
Travel Management. The VET Factor involves
not only salary but also benefits, overhead
costs, and value for "at desk" and "away from
desk" time. When the formula is applied to a
$20,000 -a -year service representative who is
sent to Cincinnati from Los Angeles, the VET
Factor accounts for 29 %($449) of the total
cost while airfare takes 53 %($812). For a
$40,000 -a -year manager, the VET Factor goes
up to 44% of the total cost and the percentage
consumed by airfare drops to 40 %.
I i
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Finance and Accounting
Managers Use Iota DesM's
Financial Software Because
They
ii an 't Else

.
They can't afford to use anything but the best.
The price is too high not to. They need financial
systems that provide all the information they need
when they need it. They need systems that meet their
company's demanding financial control requirements.
They need systems that allow them to easily produce
the reports necessary to manage their business... that's
why they use the systems provided by Data Design.
Our Financial Applications Software Packages
—all of which are developed by Data Design —are
given the most extensive reliability testing in the
industry, guaranteeing ease of use and trouble -free
installation.
No wonder, then, that Data Design was rated so
highly in the latest Datamation software survey. In
fact, in the ratings of General Accounting packages,
Data Design's Fixed Assets and Accounts Payable/
Purchase Control finished above all other packages
studied. Ahead of MSA, McCormack & Dodge and
Software International. Our General Ledger and
Capital Project Management Systems were too new to
be included in the survey. We're dedicated to achieving
the same results with these systems.
Data Design was rated higher in terms of overall
satisfaction with product performance as well as
service and support. The service and support ratings
are especially significant in that they polled user votes
in the categories of vendor responsiveness, training
and documentation —areas critical to trouble -free
system operation. Data Design has consistently been
rated the best in these categories in nationally
recognized independent software surveys.
Our reputation for excellence has been built on
providing the highest quality mainframe software for:

General Ledger Financial Control
Accounts Payable/ Purchase Control
Fixed Asset Accounting
Capital Project Management
To learn how these systems work for a broad
range of medium to large size companies on most
major computer systems, call today at 800- 556 -5511
(408- 730 -0100 in California), or complete and mail
the coupon below.

DATA
A
JAF
1279 Oakmead Parkway, Sunnyvale, CA 94086
Midwest Office: 1900 E. Golf Road, Suite M -100,
Schaumburg, IL 60195
E M E N E E N E E N E E N
.
.

Please send me additional information on your:
General Ledger System
Accounts Payable / Purchase Control System
Fixed Asset Accounting System

.
.

Capital Project Management System
My need is: a Immediate C Short Term Long Term
El I am interested in attending a free seminar on financial
application software.
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NAA
Research
By Suzanne G. Connors

Microcomputer Software: Who Uses What?

The National Association of Accountioned most frequently were the
tants is continuing its research efforts
IBM PC and the IBM PC XT.
In areas of interest to members. NAA • Most of the respondents relied on
in cooperation with Auerbach Publishexperienced user opinions and
ers has recently completed a very intrade publications when they made
teresting and extensive mail survey
software purchasing decisions.
on Microcomputer Software. The mail • The original reason most of the resurvey included two separate mailspondents purchased their microings. Questionnaires were sent to 525
computers was for budget and fipeople. We received 300 responses
nancial analysis purposes. This
to both questionnaires, which gave us
explains why spreadsheet packa 57% response rate.
ages were the number one softThe initial questionnaire asked for
ware ap p lic ation used by t h e
general company and demographic
respondents.
information, and also contained ques- • The majority of the participants said
tions regarding hardware and softthey used their microcomputers beware purchasing decisions. On the
tween 20 -40 hours a week, and
basis of the participants' responses
most indicated that they had one
regarding their software applications,
microcomputer in their department.
a second set of questionnaires were • The vendor support used by most
sent out. The second mailing consistof the respondents was training
ed of four questionnaires, each dealmanuals. Training diskettes and diing with a specific software applicarect hotline support were used very
tion. Th e s oft ware ap p lic at ion s
infrequently.
studied were: spreadsheets, word • The two overall advantages menprocessing, general accounting, and
tioned about the software packgraphics. Computations for the reages studied were that they were
mainder of the summary are based on
easy to use and flexible.
203 usable responses.
• The major overall disadvantage
mentioned was that their software
Summary of Findings
was dedicated. In other words, their
• 90% of t h e resp on d en t s had
software package was only capaspreadsheet software packages,
ble of running one single applica640% had word processing softtion at a time. Slow execution also
ware packages, 37% had general
was mentioned frequently.
accounting software packages,
and 36% had graphics software
Following are some of the major
packages.
findings of each of the four software
• Lotus 1 -2 -3 was the most widely applications studied.
used software package mentioned,
followed by VisiCalc.
Spreadsheet Software Packages
• Most respondents had IBM hardAs mentioned previously, spreadware. The specific models men- sheet packages were the most widely
16

used among the respondents. Just
over 50% were using spreadsheet
packages for financial modeling applications and 28% for budgeting applications. The industry groups that
used these pack ages most often
were manufacturers, retailers, and
wholesalers.
Lotus 1 -2 -3 was used by 47% of
the respondents, VisiCalc was used
by 22 %, and SuperCalc II was used
by 12% of the respondents who currently have spreadsheet packages.
Overall, the respondents were very
satisfied with the spreadsheet software package they selected. Most
packages offered many of the standard features: The ability to use conditional (if -then) functions (78 %); Protected data areas on the screen (e.g.,
areas where data cannot be changed
by user) (74 %); Graphics capabilities
(eith er b uilt int o th e prog ram or
through interface with a graphics program) (69 %); Model consolidation capabilities (e.g., consolidating regions
into a national budget; quarterly into
annual budget) (66 %); Flexibility in
designing report formats (e.g., ability
to use "$" signs and decimal points
for better visual appeal) (66 %); Interface with data base programs (53 %).
The ability to interface with word
processing programs was the only
feature not offered on many of the respondents' spreadsheet packages.
Word Processing Software Packages
Sixty -four percent of the respondents had word processing software
packages and Wordstar was the leading package used by 33 % of the respondents. The service industry appeared to use this type of software
package most frequently.
Overall, respondents were satisfied
with their word processing software
selection; however, they were not as
pleased with their word processing
software selection as they were with
their spreadsheet selection. I believe
the reason for this may be because
most of the respondents held management accounting positions and
have actual working knowledge of
their spreadsheet package, but they
do not have "hands on" experience
with the word processing package.
10, 111P-65
0
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MIS and GEO- coding
Problems involved in designing effective
management information systems and
steps being taken to resolve them were
well docu ment ed b y Gerald R. DeMaagd in his column in the January
1984 is s u e o f M AN A G EM E N T ACCOUNTING. But the article included no
reference to a basic problem in this area
that many companies don't even recognize they have — namely, the need for a
method of geo- coding that will enable
their main frame computers to determine automatically the precise map locations of any transaction and assign it
to any specified "control unit area" on
demand.
Such a method -- called LOKATETM,
recently developed at Nabisco Brands —
can now be licensed from that company
for in -house use. Three concepts provide the basis for the method:
9 Every mail -to and ship -to location in

the United States can be uniquely
identified by just two items of information routinely included in every
address —ZIP code and place name.
Every post office's map location can
be identified by a set of longitude -latitude values.
Every "control un it area" used by
management to assign responsibility
for any distribution network function
can be clearly defined by listing the
ZIP /Place locations assigned to it for
coverage.
Each ZIP /Place record in the base
file includes: a set of codes that identify
its map location, a set of codes that describe the place type and population size
class, and a set of codes that indicate the
"control unit areas" to which it is assigned by external reporting services
such as Nielsen, Arbitron, SAMI, BEA,
and the Bureau of the Census.
Wit hou t requ iri ng any st ructural
change in the file, new locations can be

readily entered (e.g. nine -digit ZIP locations) and all records can be lengthened
to enter sales territory, billing point, distribution center, and other codes required to identify company - defined
"control unit areas." The assignment of
longitude - latitude values permanently
fixes the location of any transaction occurring at any place —a critical problem
when measuring trends in "control unit
areas" that are being revised while sales
forecasts and expense budgets are being
developed.
All file records are included on a single magnetic tape in three sections: one
10-1111-20

Pos i tion W an ted
Chief Financial Officer. CPA, MBA, 25
years Top Management Exp. Domestic/
International Credit, Bank Relationshi ps, C ash M anagemen t. 516 -7914252.
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Please send me my free booklet —and more
inf o rm atio n ab o ut:
F IX E D A SS E T A CC O UNT ING — T he supe rior p ro gram in the f ie ld .
C AP I TA L B UDG E TI NG — The b e st way
to evaluate proposed asset acq uisitions.
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Alfred M. King, Editor

Selecting Software —the Vendor's View
At a recent NAA conference on selecting software, Jeffrey Walker, chairman of Walker Interactive, made a very provocative presentation. A
close analysis suggests that many of Mr. Walker's suggestions might be beneficial to prospective purchasers.
First, try the software system. In Mr. Walker's
words, "Give it a test drive." He explains that
this approach to software selection has not
been popular because of technology. Most systems up until now have used a "batch" approach, and a batch software system is difficult
to test. Some of the new software programs using an interactive approach, however, can be
tested effectively.
Second, select a vendor who is committed to
after -sale service and who has "staying pow er" —obviously desirable attributes. In practice
it may be hard to use these criteria to separate
one prospective vendor from another. The
point that prospective purchasers of major software systems should keep in mind is that only a
small portion of the total cost of a system is
represented by the initial payment for the vendor's package. More substantial sums are involved in installation and subsequent support. If
a vendor does not help or, worse, goes out of
business, the situation could be serious.
End users should be actively involved in the
decision process. Most companies should use
a team approach, with active representatives
from user departments as well as the MIS area.
As technology changes and software becomes
more "user friendly," the relative balance of
power definitely is switching from the MIS department to the users.
Third, develop a reasonable request for a
proposal (RFP), and evaluate responses accordingly. Mr. Walker feels that too often companies use an RFP as a final evaluation tool.
His recommendation is to use an RFP simply to
18

screen the wide number of prospective suppliers down to two or three finalists. The selection
of the "winner" from among the finalists should
be based on personal interactions between the
decision team and the respective vendors.
In the RFP the purchaser should identify essential priorities and functions, then dedicate
those that would be nice to have so each vendor can determine what is really important. The
RFP also should outline the customer's anticipated time plan and schedule. A single point of
contact should be provided for the vendor, and
the individual selected should not be a purchasing agent but rather one of the members
of the project team. Because responding to an
RFP is "a costly, time - consuming effort," Mr.
Walker feels that a well- written RFP will provide
more and better responses. What good does it
do to have an RFP if you discourage good vendors from participating?
Finally, Mr. Walker indicated a number of
contractual considerations. The vendor should
warrant his product for an acceptable time limit
and agree to provide ongoing maintenance.
The contract also should state clearly who in
the organization can use the product, and it
should cover sales tax issues clearly.
In evaluating why unsuccessful installations
have been made, several points emerge. The
same group of people should select the software and be responsible for implementing it.
The project team should have decision makers —those who can make a final decision that
will stand up. It is critically important to have
end users on the project team; otherwise it will
not be "their system." He strongly recommends that the project team have outside consulting help, as such help and leadership can
be invaluable in the implementation stage.
The Future of Software
Mr. Walker also offered his perceptions as to
the ongoing trends in software development.
For the mainframe market, companies originally started to build their own software; only recently have up to 20% of major installations
been purchased from outside vendors. Although on -line systems are at the peak of their
popularity today, they will not survive long because of a lack of interactive ability. Integrated
software developed for personal computers,
such as the Lotus 1 -2 -3 package, soon will
reach the mainframe market. The next stage is
adaptability. Software must be adaptable as circumstances change. Perhaps the biggest failure of most major software installations today
is that systems were designed for particular
conditions. Change, however, is certain. If the
► ► 65
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with our software 90 days after installation, we'll buy
it back. No fees, no catches and no tricks - it's just
that simple!
With HMS, buying software doesn't have to be a risky
business. We provide you with quality pre -sales
service and full implementation support. Our
experienced application specialists assist you in
matching the capabilities of our AIM /3000 Financial
and Inventory Management software with your
current and future needs.

AIM /3000 Inventory Management System
Inventory Control
Purchasing
Customer Order Processing
AIM /3000 Financial Management System
General Ledger/Reporting
Accounts Payable
Accounts Receivable
Fixed Assets
Payroll

Find out how HMS can meet your software needs — at a reasonable price,
with our no risk, 90 day money -back guarantee!

CALL TOLL FREE (800) 222 -4472

Ll�
HMS COMPUTER SYSTEMS, INC.

SOFTWARE WITH A HARD GUARANTEE

TM

P.O. Box 35505, Tulsa, OK 74153 • (Chicago, New York, Tampa, San Francisco, Tulsa)

Letters

not previously been available to other
companies. The following examples of
its use are cited simply to suggest the
range of possible uses for widely different end objectives. Potential strategic
planning uses include the front -end
loading of simulation models developed
to:

17� 4-4
including 60,000 ZIP /place records,
one including 3,000 county records, and
one including 50 state records.
To understand what the file does, one
basic fact should be made clear. It is not
a simple solution package of software. • Weight the risks involved in changing
a direct delivery distribution system
Rather, it is a way to join up disparately
to a wholesale channel system.
coded data sets. In other words, a "joiner" file or a "bridge" deck. To use it ef- • Determine where to seek representation in a particular distribution chanfectively, a co mp any sh oul d h ave a
nel or market area in which the commainframe computer because the file
pany has never been a maj o r
contains five million bytes of informacompetitive
factor.
tion. It also should have a programmer
who knows how to bring data bases to- • Decide whether to consolidate the
distribution systems of products that
gether in a working file from disparately
are being delivered by separate divicoded data sets to generate a distribusions to the same basic set of retail or
tion network simulation model. And it
end -user accounts.
needs an executive with an interest in
the kinds of information that the file
Possible tactical planning applicacan be used to develop.
The potential uses of LOKATETM tions include the analysis of information
cod ed dat a b ase i nfo rmatio n are so needed to:
many that it is impossible to catalogue
them, particularly since the method has • Determine whether presently defined

Computers should
be a capital idea.

sales territories are well - balanced in
terms of potential and workload, and
if not, whet her their t otal number
should be increased or decreased.
Identify market areas and /or trade
classes where coverage of accounts
and prospects needs to be intensified
to achieve projected sales volume objectives, or cut back to improve profit
results.
Disclose market areas where advertising weight provided by national media should be supplemented by local
media.
Operational applications include routine checks to:
• Det ermi n e t h e l o cal agen t wh o
should be assigned to make the necessary field follow -up called for by
each consumer complaint or request
for product or service information.
• Check account performance in a specific market area to identify iocalties
where representation is needed and
can be added without adversely impacting present accounts in the area.
• Audit prospect address files so as to
weed out duplicate listings and correct obvious errors in ZIP codes and
place names.
• Determine where a driver in the field
should be directed to go to pick up a
return load after making a scheduled
delivery at some distant point.
• Identify orders being shipped to a restocking point th at need to be rerouted to meet an unanticipated surge
of deman d d u ri n g a p eak sel li n g
season.
• Analyze shipping costs between various points to determine where ton mile charges are out of line.
Charles W. Smith
Distribution by Design
Roslyn, N. Y.
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investme
You don't have to buy a new
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We Need to Educate
Financial Statement Users
I read with interest Robert Shultis's
"Opinion" column in th e September
1984 issue. I could not agree more with
his focus and the idea that cash flow
should be more prominent as a reporting benchmark.
0-10-32
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To look good in today's competitive
world of corporate finance, you need
Financial Management Software by
UCCEL. Proven Software. Developed by
a company that has 20 years in the business and is $150 million strong. Innovative software. Designed to make you look
good by keeping you on top of even the
most difficult financial management
problems.
Take a look. UCCEL's wide range of
software solutions includes: Credit and
Accounts Receivable Management System, the most comprehensive online,
real -time systemofits kind. Financial

Control System, with flexible, online
on and reporting capabilities. Tax
general

' OL
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Planning System, providing leading
Qulook g
edge online, real -time tax planning and Y
compliance. Accounts Payable System,
for online automation of the entire
commitment cycle, from issuance of
purchase orders to final check clearing.
Fixed Asset System, for strengthened
capital asset management and up-todate compliance. Imagine"; for online
query and reporting.
So call UCCEL now at 1- 800 -UCC -1234.
We're out to make you look good.

UCCEL Corporation, Exchange Park, Dallas, TX 75235. Formerly University Computing
Company. UCCEL is a trademark of UCCEL Corporation.
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Robert Townsend:
Lessons from
a Maverick CEO
This nontraditional former CEO turned author
has spent his entire career fighting stereotypical corporate behavior
and championing Theory Y management. He swears by its success
in getting `Further Up the Organization.'

By Kathy Williams and Robert L. Shultis
Accountants makedr(,uq%ulcorporate chief executive officers, exclaims Robert Townsend, former
Avis CEO and author of Up and Farther Up the
Organization*,the tongue -in -cheek guides to running corporations. Accounting is a "risk- adverse
profession, and it attracts people who try to eliminate all risk, The whole essence of business is to
get out there and fall on your face and learn and
get up and do it a different way, fall on your face,
get up and go again," he says.
Furthermore, "Accountants are at home with
reports and numbers. They tend to believe them
instead of people. They would rather look a number in the eye and judge whether it is right or
wrong than look a guy in the eye and trust their
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own judgment as to whether the guy is telling
them the truth or not. A CEO who can't look a
guy in the eye and know when he is being shucked
isn't a CEO."
The jovial author is full of such sage advice on
the art of running a corporation or climbing the
I ?dder in one, and his own track record has been
remarkable. Robert Townsend has left an indelible mark on such a diverse list of companies as
American Express, Avis Rent -a -Car, and 20th
Century -Fox, to name a few.
Thechiefguidelineforsuccessful business people, he insists, is to earn a lot of money for your
company and to have fun doing it —and he certainly has mastered the art of fun during his
career.
His unusual saga begins with a stint in the U.S.
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Navy. He tells the story: "I was an English major night when a Japanese suicide boat drew alongat Princeton. I minored in 17th Century French side, kicked off a depth charge in front of the depoetry, and I lived in an era where the world owed stroyer, then got away. "It blew us 11 feet out of
me and my kind a living —pre WWII. I played on the water, broke the keel, got us 14 Purple Hearts,
the Princet on golf team and had a marvelous but no serious damage," Mr. Townsend explains
time. Come Pearl Harbor, I enter the Navy and ruefully. "Th e cap t ai n ask ed , `Wh o was on
get assigned to a destroyer out in the Pacific. My watch?' 'I was.' `Townsend, what were you dofirst lesson. I had a great respect for big organiza- ing?' I said I was reciting poetry to the crew betions. The Navy was a big organization. The Navy cause their ability to write letters was so appalling
must be good. I was an assistant gunnery officer. I ... Another entry in the fitness report."
figure we fired 94 million rounds of ammunition
during WWII, and the only thing we got in the Investing in Wall Street
way of hits was five on the USS California. We
After the war he couldn't decide what kind of
were berthed alongside the California in Leyte career to pursue. A couple offriends advised him
Gulf in the Philippines, when a Japanese plane to try Wall Street. "`Nobody ever goes into Wall
flew over the fleet (which was the safest place you Street, and there's a big vacuum,' they said. It
could fly because you couldn't hit your hat with sounded great." To get some business school experience, he went to Columbia Graduate School of
Business for two terms. "That taught me not to go
to business school." Then he attended a couple of
night schools for accounting and finance.
"I went to work for a s tockb roker on Wall
Street, and because of the vacuum of young people
I became head of the research department in two
years," he explains. "Then American Express,
through a friend, came over and said, 'We've got a
funny company over here. Come help us run it.'
So I became a security analyst in their investment
department. I was there for a couple of years
when the boss died, and they made me head ofthe
investment department. Well, I had no management experience so I called in the 25 department
members and told them, `Look, they just made me
manager and I am very uncomfortable with this.
It is a miserable department we all work in. We've
been
complaining about it for two years; we are all
'Accountants make dreadful underpaid;
we don't have the right titles; we don't
corporate executive officers.' have the right equipment. The only good thing I
can think of is that we don't have to have any
meetings because we all know what is wrong. So
the kind of antiaircraft guns WWII had). The why don't you people become the best investment
whole fleet opened up, and we opened up. We just department in the world, and I will go fight this
forgot to elevate our five -inch guns. They were all organization and see if Ican get us proper pay and
trained on the California, and we blasted it five titles and tools. They said it sounded okay. So I
times. It had 14 inches of armor plate, so we did." The department made more money for the
didn't do any damage, but the ricochets were ter- company than American Express ever believed
rible. Anyway, the captain of the California sent a was possible, he adds, and had a reputation of besignal to my commanding officer, ordering, 'Cease ing exceptionally successful. Thus began Robert
firing for the duration of the war!
Townsend's career of helping companies solve
The next misadventure for the English major problems, helping them make tons of money,
involved censoring the crew's mail to friends, lov- making them fun places to work, and inspiring
ers, and relatives back home. "Their vocabulary employee loyalty.
was dreadful," he says, "so I decided to elevate
their writing ability. Whenever I was on the mid - Avis and Townsend Try Harder
night -to -four watch, I would get all the guns (we
Although his advice is laced with humor, the
were connected by headsets) and the lookouts, lessons stand out. Take the Avis story for inand I'd say 'okay, poetry time. "' His favorites stan ce. He to ok a co mpany that hadn't made
were selections from the Oxford Book of English money in 13 years and that had a weak 10% of
Verse. This ritual came to an untimely end one the car rental market and in six months turned it
24
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around to 30% of the market. He credits Theory
Y and participative management for the company's success. He laughs when he recalls being selected CEO: "Avis hired me after having talked to
everybody else in America. They had only four
days left to make a decision when they got around
to me. I took a room in New York City where I
had hot and cold running reports and people coming in to explain the business. After I listened, 1
still didn't know whether I wanted it, so I took the
train out to Long Island and saw my wife for the
first time in four days and explained the situation.
She said, `Take the job. You are 41 years old; next
time you get a chance to run your own company,
you won't have the guts. It's as simple as that.' So
that made
my mind. The next day I took the
job."
That was only the beginning of the Avis -Townsend miracle. When he flew to Boston to meet
with the staff, he told them he wanted to learn
nothing about the car rental business. He just
wanted to make their company profitable. "What
I bring to the table that's new is 15% of the pretax
profits in perpetuity for the management —and
management I define as the top 10% of the company. We have to work out honest formulas so
that we don't play God and so people can earn
their share of the profits, assuming we turn this
thing around. Let's focus on what it would take to
make this company profitable. Let's get rich and
have a lot of fun. They thought it was a great idea.
Immediately all the politics disappeared, all the
backbiting, and we all became a partnership. And
in a short space of time it was going very well. We
had to get new bank loans so we could buy new
cars —we had an old fleet, and rental agents were
hiding when the planes came in instead of renting
the cars. We also got a new logo that was visible,
so people could find us, and we got a new ad
agency."
Ironically, the agency he wanted to use for the
Avis account was handling the American Express
account —and American Express's president had
taken a dim view of the speed with which Robert
Townsend had departed, so he told the agency it
couldn't work with Avis. Mr. Townsend sighs:
"Now this is lesson number one. Howard went to
the Harvard Business School instead of Sunday
School. If he had gone to Sunday School, he
would have remembered the dog in the manger
story, and he would have said, 'David, take the
account. Just write simple, bland ads.' And I'd
still be running Avis. Instead, he forced me to go
to Doyle Dane Bernbach."
DDB came up with the "Avis is Number 2, so
we try harder" campaign —and the company was
off and running. Mr. Townsend admits that the
immediate reaction was doubt —no one, not even
the agency, liked the ads. Plus Avis's rental agents
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weren't avid readers of the publications in which
the ads would appear. "So for the wrong reasons
we did a very good thing. We had several ads
printed up, and 20 of us in top management visited 300 cities in the space of a 10 -day period. In
the 10 or 15 cities I went to, we'd talk at the turn
of the shift. We let management run the counters
for a while, and we'd talk to the rental and service
agents. My speech went, `This company has lost
money for 13 years in a row. You're the worst
paid rental and service agents in the industry and
that is why. We want to become the best, fastest
growing company with the highest profit margins
in the industry of renting and leasing vehicles
without drivers. If we do that, we will keep six
cents of every dollar. If we get the six cents, we
will put one cent in your pay envelope, which will

'Their staff meetings were barefoot
on the beach, and they were about to have
controllers come down on them... heads of
budget departments, five -year plans, MBOs... .
make you, instead of the worst paid, the best paid
in the industry. We will take the next cent and
develop a computer system that will handle our
reservations without error. Now we've given you a
new sign, we've given you these ads that will make
maybe 10 people try the service. We have 10% of
the market; we need 30% to survive. It is all up to
you. The people in this room are 100% of the
company. I am going back to Garden City and
play golf for two months. Either you will have
smiled at customers and gotten us two more rentals off every plane, or you will continue to hide
behind the counter and get the existing share even
though you've got the newest fleet of cars in the
industry. It's up to you. Management has finished. You're either going to do it or you're not
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going to do it. If you're not going to do it —and
you think I'm shucking you —why don't you quit
right now and go to work for Hertz and make
room for somebody who will give it a try. Any
questions?' And the only things they said to me in
the 15 cities I visited was one, 'it sounds like a
good shot and we ought to try,' or two, 'I have
worked with the company for 10, 11, 12, 13 years,
and this is the first time I've ever seen the president of Avis,' which was an eye - opener."
The rest of the story is history. "The ads took
hold, the people were there, the agents smiled and
they had fun, and we went from 10% to 30% in
six months. Thirty percent of the market, and
Avis's internal sales growth rate never stopped —it
reached 35% in the next couple of years," he
exclaims.

company in Del Mar, Calif. Psychology Today,
was doing well, but another magazine, Careers
Today, was floundering. "I said, `okay, just make
me chairman of the executive committee, "' Mr.
Townsend says. "And Peter said, 'there is no executive committee.' And I said, 'I know, Peter,
but make me chairman of the executive committee
and there still won't be an executive committee. I
have to go talk to 350 people, and there are two
ways I can do it. One is 'I am a friend of Peter
Drucker, and he wants me to help look into your
business,' in which case 45 minutes later, I'm still
defending my right to be on the premises. Or I can
walk in and say, 'Hi, I'm the chairman of the executive committee. What do you do around here?'
It will save me about a month."
Bleeding into Insolvency

'The chief guideline for success is to earn
a lot of money for your company
and to have fun doing it. '

When ITT bought Avis in 1965, Robert Townsend joyfully retired at age 45. Unfortunately, he
muses, he had missed his goal by five years. "My
wife and I got married very young, and we detested working. I was always in large companies, and
they were no fun and never have been. We loved
the beach, and our aim was for me to earn enough
at age 40 so we could go beachcombing somewhere. With five children, however, we had to
earn a little more. So I got out by 45."
Helping Others Survive the Corporate Maze
After three years of semiretirement —he had
been doing a few consulting jobs now and then —
Robert Townsend again entered the corporate
world, at least temporarily. In 1968, his friend Peter Drucker asked him to examine his publishing
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"So, I became chairman and for two months
talked to these people. Finally, it became clear as
a bell what was wrong —they were publishing a
magazine, but they had no idea what kind of subscription rate or funds they had... so finally I got
the names of the 10 lock box banks around the
country that were receiving everything, and I
called them once a day and asked for the trial balance for the night before. I made that into a small
current asset- current liability balance sheet, and it
became apparent that they were spending a lot
more than they were taking in. I made a trend
analysis, and every day I would write the owners a
letter saying, 'at the rate you're bleeding, you have
21 days to live until you're insolvent... next time
it would be 14 days to live. When it got down to a
week to live, they did what I had been asking
them to do, which is fire everybody on Careers
Today and close the magazine. They needed some
working capital, and Boise Cascade had been
wanti ng t o bu y, s o th ey d ecid ed t o sell i t to
Boise."
Selling the magazine triggered Robert Town send's decision to write a survival manual for the
staff. He explains: "Being owned by an absentee
conglomerate is not my favorite position, so I
wrote half of the first edition and called it the
ABC Survival Manual. I felt sorry for these people. They had no idea what was going to happen.
Their staff meetings were barefoot on the beach,
and they were about to have controllers come
down on them... heads of budget departments
.. five -year plans, MB Os... .
"I called up a friend of mine who was an editor
at Psychology Today, T George Harris. An d I
asked T George, 'How do you write a book? These
poor kids —most of them are in their first job and
they are about to be taken over by a mean old conglomerate, so I'd like to write them a little book
about what's going to happen to them... what the
various terms are that they're going to run into.'
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wards the employees as a group, and from time to
time singles out individuals in front of their peers
and says, 'Thanks!
He says his 14 years at American Exp ress
(1948 -62) provided the background for how not to
run a corporation, and his years at Avis provided
the testing ground for his unusual theories —
which worked i n that company. Altho ugh he
points out that his ideas have predictably fallen on
"'

He said, 'Easy, pick some mythical soul as your
audi ence and wri te t o hi m or her. Write 100
words a day no matter how bad you feel or how
empty you feel.' So I did. I picked a guy who was
just graduating from high school, was going into
college, was determined to have a business career,
and had a job in the mailroom at Psychology Today. I tried to write a book that he could read
from beginning to end without ever getting out a
dictionary and looking up a word. That helped me
eliminate buzzwords. When I got through, I had
it Xeroxed, put a copy on everybody's desk, and
left for the East Coast."
The story doesn't end here. An editor who received a copy asked Mr. Townsend if he could
publish it. Because the editor headed a textbook
division, Mr. Townsend said no but agreed to let
him send it to other publishers —who immediately
wanted it. "But it's only half a book," Mr. Townsend protested. "They asked how soon I could
write the other half." A few months later, in 1970,
Up the Organization hit the bookstore shelves.
"Since originally I was not writing for publication, my rule was don't include anything that is
just funny that might mislead somebody in the
mailroom into doing something foolish or unproductive. It had to be useful, and I had to believe it
was true... so I finished it and left all the names
in and all the places and the events, and it served a
great purpose: I would say at least 500 acquaintances stopped talking to me... " he laughs.
This year he published a revised, updated, expanded version called Further Up the Organization, adding about 30 chapters. (Each chapter is
still about a page in length.) In its introduction, he
notes, "It's a walk around the whole subject of
how people do work together and how they should
work and would work together if given the chance
. . . . It's a way of treating everybody from top to
bottom as respected adults rather than children or
criminals. It asks for ideas, tries them out, and re-

'If you help your employees get
everything they deserve, you and they
will come back to life and get rich.
deaf ears among the Fortune 1,000, smaller companies have benefitted from them. He still maintains that larger companies can profit from participative management, too, even if onl y a few
department managers are willing to give it a try.
'The books are published by Alfred A. Knopf, Inc.,
201 E. 50th Street, New York, N. Y. 10022, 1970
and 1984.

Advice to Accountants and Chief Executive Officers
Help Your Companies Succeed
Robert Townsend takes a dim view of accountants who prepare financial statements without
understanding the story behind the figures and
who use reports to punish rather than help people.
He advises them to lighten up, look around, and
use their knowledge to help their companies succeed. "Earn the trust of the line people so that you
are welcome in their meetings. That's not easy to
do, but it isn't hard, either, if you are a decent
person with a decent sense of humor and you keep
in mind that the statements you prepare are not
supposed to wind up punishing these guys but are
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supposed to wind up giving them tools by which
they can change direction and can spot things that
are going wrong.... so they can take responsible
action.... if you've got that reputation you'll be
invited back."
If accountants don't do this, Mr. Townsend
continues, "Frequently the boss gets this whimpering accountant who comes in and says, 'but I
didn't get invited to the meeting,' so the boss has
to call up and ask, 'Why didn't you invite Charlie
to your meetingsT Then, of course, they will only
invite him to selected meetings, and they invite
him late so they do the important business be27

When there
were 'bombs'
at Avis, he
fired the
controller.

fore he gets there, and they terminate it or pretend
to terminate it and do the other important business after he leaves. That's bad."
Regarding controllers: "There abideth accuracy, timeliness, understanding, and unflappability
in the good controller's office —and the greatest of
these is all four of them." He reemphasizes the necessity of understanding the figures. When he was
CEO at Avis, even though the company was doing
well, there were "bombs... surprises" that arrived
with each month's figures. He did a bit of investigating, fired the controller, and assumed the position until he could find out what was wrong. It
turns out "the former controller was a politician,
and there was a certain amount of heat from me
and others to get the figures done by the 21st day,
without fail. When I put in the new controller [by
that time one assistant controller had clearly
stood out among the rest] it was his job to say,
`we're going to put out figures without bombs.
That means you're going to get them on the 23rd
day. If we run into something we don't understand, you may not ever get them. We're going to
understand the figures we give you, which we never did before. We were in such a hurry getting
them together to look swell and have them typed
right and look clean and neat that we never bothered about —never had time to go into —what was
behind the figures... "' and the monthly bombs
ceased.
Papa Knows Best
Robert Townsend had great fun reading the
other CEO in terviews in MANAGEMENT ACCOUNTING because, he noted, they followed the
same pattern he wants to change. These CEOs
were members of several outside boards of directors, officers in trade associations, leaders in their
communities, and so on. Mr. Townsend proposes
that those activities be left to the just - retired CEO
and leave the inner corporate workings to the current CEO. "A ship needs a captain seven days a

week, 24 hours a day. He has to be on call because
there are emergencies that come up all the time. . . . Yo u s ee, we were s o p o werfu l aft er
WWII —no competition, the Japanese were in
rubble, the Germans were in rubble —all we had
to do was raise prices. Not paying attention to labor, the cost went up, and we just covered the
normal margin of 20 %. Now look at us!... Then
the `Papa Knows Best' chief executive got in there
and did his number. He got on other boards, made
a whole lot of friends, headed the hospital drive,
attended lots of seminars in Aspen on leadership,
and knew absolutely nothing that was going on."
"A good CEO," he adds, "shouldn't last more
than seven years maximum because-you have to
be a master listener, and there is nothing more
painful in the world than listening... especially
when you know what someone is going to say.
And, the trick isn't listening until you've understood —the trick is listening to him until that light
goes on in his eyes that says, `now I know the SOB
understands.' I'm going to have to listen to him
say it five times until he knows that I know, and
that is what is so wearing."
One of the most important attributes of a good
CEO, he believes, is leading by example and using
power to benefit the company instead of yourself.
This lesson begins at the manager level, he notes.
He used to do this when he carried his resignation
around in his pocket, just in case someone in the
company denied his department's request for a
much - needed item. When the board would ask
why he quit, he was prepared to tell them. "The
important message," he says, "is that I wasn't using the power of my people to get things for me. I
was using their power to get things for them so
they could do a better job."
He admits that these ideas could seem a bit foreign to some CEOs, but, he suggests, "If you focus
your imagination on helping your employees get
everything they can deserve, you and they will
probably come back to life and get rich."

Opinion
6 4 .4
or other ways to make the proposed standard
more understandable?
Deadlines and meeting dates being what they
are, I can't let you know how the first meeting
went; however, the Board expects to be in contact
with members of the Small Business Advisory
Group at least quarterly. So there will be plenty of
opportunities for all of us to have our say.
Neither this group, nor my participation in it,
in any way supersedes the role the MAP Commit28

tee plays within NAA. The MAP Committee is
the officially sanctioned responsive committee for
NAA on accounting pronouncements.
The FASB and its staff are to be congratulated
for their perseverance and imagination in continuing to seek ways to get the input and involvement
of small and privately held businesses. For me to
function on this group in such a way as to most
benefit NAA's membership, I need the input of
those of our members who are interested or affected. Let me hear of your interest and I'll be in
touch with you as to specifics. Many thanks.
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Communication of Investment Analysis
Study Results —a Critical Function
By Tom McDaniel

The author describes how to make
successful oral and written investment analysis reports by following
specific guidelines. For example, written reports should include a letter
summarizing the scope, objectives
and results of the analysis, a list of assumptions and estimates, and a cash
flow statement. The point is made
that effective communication can enhance the ac c ou n tan t's career
potential.
No. 4757, 7 pp.

Accounting Education
Experiences of a Faculty Resident
By L. M ur phy Smith

One of the issues facing accounting
education is the "recent relevant experience" requirement for accounting
faculty. To satisfy this requirement,
many professors seek work experiences through faculty residencies and
internships. A faculty resident describes the experiences he had at a
Big 8 firm.
No. 4661, 6 pp.

The Management Accountant as a
Behavioralist: a New Direction?
By Patricia A. Milano and Duane R. Nfilano

Here is a review of a number of organizational behavior concepts that can
be applied to the management accountant. The authors relate the con-

cepts discussed in the books Theory
Z and The One - Minute Manager to
their experiences in accounting education and the profession.
No. 4701, 8 pp.

Planning, Budgeting,
and Forecasting
Cash Flow Advice Can Improve Profits
By tarry N. Laminger

Improving cash management practices can increase profits substantially; usually in a short period of time.
The author explains the step -by -step
review, evaluation and analysis that
must take place before new cash
management practices can be implemented. He also notes that it is often
advantageous to hire a consultant to
do this work because the consultant
is more likely to have up -to -date
knowledge of c ash m anagement
► ►31

Are our economy and political system positioned today for optimum growth in productivity? The answer is a resounding "NO"
in this new publication. Departing from NAA's usual in -depth
approach to a narrow area of some aspect of management accounting, the authors here take a look at the U. S. economy as a
whole, and they find it wanting. They call for basic changes in
that economy, and by inference. in U. S. politics. This is a
thought - provoking and searching analysis of basic roadblocks in
the system that are obstructing productivity growth in the U, S.
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Accounting
Education
Stanley M. Hunt, Contributing Editor
The American Accounting Association (AAA):
What It Is; What It Does

Most —or many —of the readers of
MANAGEMENTACCOUNTING have probably heard of the American Accounting Association. However, the majorit y of t h e n on ac ad em ic read ers
probably lack a clear understanding
of what AAA is or does.
Founded in 1916, the American Accounting Association is the leading
academically oriented accounting association in the United States. It is a
society for educators, practitioners,
and students of accounting —for advancing knowledge, improving teaching, encouraging research, improving
practices, developing standards, and
promoting the exchange of ideas in
the field of accounting.
Its objectives are:
To initiate, encourage, and sponsor
research in accounting and to publish
or aid in the publication of the results
of research.
To advance accounting instruction
and to encourage qualified individuals
to enter careers in the teaching of
accounting.
To advance the development and
application of accounting concepts
and standards and to seek their adoption for financial statements prepared
for external purposes.
To advance the development and
uses of accounting for internal management purposes.
To advance a widespread knowledge of accounting among qualified
students and the public generally.
The AAA membership is approximately 13,000; however, only 5,000
are teachers. The remaining 8,000
30

are composed of practicing accountants (mostly CPAs) and student
members.
The AAA has areas of interest to
improve interchange of ideas among
groups with specialized interests. Any
member of the AAA also can elect to
join one or more of these groups.
The Management Accounting Section was formed to keep abreast of
and further the academic content of
research (theoretical and applied)
concerning management accounting.
Although less than two years old, the
Section already has about 1,000
members. The Section issues its own
semi - annual newsletter.
Other sections are:
• Ad m in is trators of A c c ou n tin g
Programs
• Auditing
• Two -Year College
• International Accounting
• Information Services /Management
Advisory Services
• Public- Sector
• Taxation
• Public Interest
• Accounting,
Behavior
and
Organizations
The Association publishes a quarterly technical journal, the Accounting
Review. A second regular publication,
Accounting Education News, is essentially a member information newsletter that is published about six times
per year. Membership in AAA includes subscriptions to these two
publications.

Monographs on both educational
and accounting topics are published
from time to time. Some sections publis h n ews let ters and specializ ed
journals.
The AAA sponsors an annual conference (August). Each regional group
also sponsors an annual conference
(in the spring). Some Sections offer
occasional meetings (often in conjunction with the AAA Annual Conferen c e) relat in g t o t h eir areas of
interest.
About 2,100 people attended the
1984 Annual Meeting in Toronto. In
addition to educators, attendees included people from industry, CPA
firms, and government.
AAA's Management Accounting
Section held an all -day Managerial
Accounting Computer Seminar. There
was ap proxim at ely t wo h ou rs of
hands -on time on IBM and Apple
computers for each participant. The
Seminar was intended to be of special interest to teachers who wanted
to integrate computers into their accounting programs.
Many of the technical sessions focused on management accounting
topics such as; Measuring Manufacturing Performance and Quality Costs;
A Topical Survey of Managerial Accounting Curricula; The Microcomputer in Cost Accounting Courses; Cost/
Volume /Profit Analysis and Capital
Budgeting Decisions; Strategy Performance Evaluation and Accounting
Numbers; Budget Systems for Different Organizational Functions; and
Plant Courses as Ab an don ment
Decisions.
AAA's 1985 Annual Meeting will be
August 19 -21, 1985 in Reno, Nevada.
An Invitation to Join
Many NAAers are also members of
AAA. Dr. James M. Fremgen (the
Chairperson of AAA's Management
Accounting Section) has issued a
special invitation for others in NAA to
join the Management Accounting
Section.
You do not have to be an educator
to join. People from industry, public
accounting, government, and others
are welcome and can benefit by participating in both the Association and
► ► 48
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techniques and the ability to focus on
specific areas of review without biases
toward
previous
company
methods.
No, 4698, 6 pp.

Small Business
Lessons from a New Business Start -up
By John Pryor

This personal experience in starting a
new business forms the basis for specific recommendations for success.
Some of these include raising enough
initial equity, developing a formal business plan, recognizing management
deficiencies, and keeping overhead to
a minimum. Also discussed are the
mistakes that were made and how to
avoid them.
No. 4089, 10 pp.

Performance Measurement,
Reporting, and Control
How to Analyze Distribution Costs:
a Functional Activity Approach
By Harry G. McAlum

In many companies, distribution rather than production costs represent
the greater portion of total manufacturing costs. To analyze distribution
costs effectively, the author recommends separating production from
distribution costs, identifying specific
distribution functions and the associated costs, and reviewing the existing
accounting system to determine if
costs can be associated with each
distribution function. Analysis of distribution costs improves cost control
and increases the reliability of new
product profit data.
No. 4558, 10 pp.

common method of variance analysis
that produced controllable and volume variances. This article examines
the inherent weaknesses of this type
of analysis and supports an alternative method that will isolate spending,
capacity utilization, and efficiency elements. An example is used to develop
the differenc es bet ween t he two
types of analyses.
No. 4753, 7 pp.
Computer Auditing: a Case Study On
The Cooperation of Internal
and External Auditors
By Peter J. Reed and Glenn Kooiker

This article describes a joint project
performed by the internal auditors of
Amway Corporation and its external
auditors, Seidman & Seidman. It demonstrates how internal and external
auditors can work together on an international basis to develop standardized audit programs that can be used
by both groups.
No. 4584, 7 pp.
The Real Estate Developer:
a Tailor -made Audit

Management Information
Systems
The Need For Computerized
Accounting in the Small Construction
Firm
By Roderick B. Duke

The uses, capabilities, and benefits of
a microcomputer in the small construction firm are examined here. It is
important to analyze the accounting
needs of this type of business, and to
understand the flow of information
from all sources and users before a
com pu teriz ed system can be
selected.
No. 4736, 13 pp.
Microcomputer Information Systems:
a Structured Approach to Conversion
By Frank H. Wight III

A very basic overview of how to plan,
develop, install and maintain a microcomputer system is presented. The
author offers practical advice on how
to select the most appropriate software and hardware.
No. 4619, 16 pp.

By James M. Wright

Auditing real estate developers can
be a real challenge. Because no standard audit is applicable to this type of
client, each audit program must be
tailor -made. This article stresses the
importance of being able to identify
and adapt to those areas of an audit
that require special attention. Emphasis is placed on inventory, sales and
cost of sales, as it pertains to the real
estate industry.
No. 4788, 8 pp.

Service Industries
Insurance Accounting
By M. I ee Smith

Because of the requirements imposed by regulatory authorities, certain modifications of the traditional
accounting practices are made in the
field of insurance accounting. These
changes can distort financial statements if they are not recognized.
No. 4656, 9 pp.

MANAGEMENT ACCOUNTING DIGEST SERVICE
Please send manuscript No.s listed on the right:
I enclose payment @ $5.00 each, or five for $20.00.
Payment must be drawn on a U.S. bank.
New York State residents add 4 % plus any local taxes.
Member A cco unt No:
SHIP TO:

Meaningful Factory Overhead
Variances under a Standard
Cost System
By George Teloian

Factory overhead generally is a major
segment of manufacturing cost and
one of the most difficult to control.
Under a standard cost system, an attempt is made to control it by using a
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presented. As long as this continues,
management will attempt to manage or
smooth income and accountants will assist them in this task . I suggest a possible solution to this problem could be
not only Mr. Shultis's recommendation
concerning cash flow as a precise number, but also that we do a better job of
educating users of financial statements.
Richard F. Bebee
Chairman
Department of Accounting
School of Business
Old Dominion University
Norfolk, Va.

Letters
20-4-4
There is another approach to this issu e th at I t h in k as a p rofes si on we
should consider, and that is to better
educate stockholders on the "earnings
per share" figure. Too many stockholders hang their hats on earnings per
share rather than on the facts behind
the numbers. It takes time to dig behind
the numbers and find out exactly how
solid the earnings -per -share number is
and what kind of assumptions it was
based on. Therefore, I feel the biggest
problem with income smoothing is the
one created by the stockholders themselves. Since the stockholders apparently use earnings per share, and are often
mesmerized by its solid and continual
growth, there is considerable pressure

Accounting for Software Cost
The NAA study, "Accounting for Software Costs," should be on the reading
list of all controllers whose companies
invest their resources in developing software systems internally. In accordance
with financial accounting theory and
SEC requirements, corpo rations are
currently expensing internally generated
costs for developing new systems, (e.g.,
payroll, order entry, billing, etc.) even
10-10-79

on m anagem en t to accom m o d ate sto ckh o ld e r s by g iv in g t h e m w h a t th e y
wa nt — i.e., a s m o o t h a n d co n t in u a l

earnings- per -share record. Even though
`{real" information is available to stockholders, they seem to refuse to look beyond the flat earnings - per -share figure
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Designing Focused
Information Systems
It is not helpful to provide management with reams of data
that are irrelevant to operations; rather your system
should direct attention to `dollar - powerful' items.

By Vincent J. Giovinazzo
An information system's usefulness is a direct
function of the degree to which it affects managerial decisions. Too often the reports generated by
accountants for managers have an "after- the - fact"
or "let's- see - how -we -did" character that results in
their being viewed as historical tally sheets of performance, only of use for keeping score on managers. Most limiting is the fact that they do not
track the items and activities which are truly
important.
Characteristics such as "relevance," "significance," and "meaningful presentation" are often
described as some of the major attributes that the
output of a system should contain. Although no
experienced managerial accountant would dispute
the critical importance of these attributes, such
terminology does not provide practical guidelines
for designing such features into an organization's
report structure.
34

Here I propose to provide usable guidelines for
developing information systems that significantly
influence the decisions of operating managers.
The suggested guidelines stem from the notion of
focused information and the key steps that must
be effectively carried out in the requirements analysis phase of system design.
Focused Information Systems
A focused information system is one which,
within an appropriate time frame, centers attention on those key financial and operational factors
which managers must directly plan, affect, track
and control to meet their responsibilities effectively. A well- focused information system has a reporting structure which is consistent with:
1.
2.
3.
4.

The 20/80 rule,
Critical success factors,
Key physical activities,
Actual control locations,
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5. Required timeliness, and
6. Meaningful presentation.
A clear understanding of these factors will aid a
management accountant immeasurably in designing systems that focus on management's actual information needs.
THE 20/80 RULE
A small percentage (20% approximately) of a
company's products, expense items, customers,
and vendors will be responsible for a large percentage of the generated dollars (80% approximately). In addition, a small percentage of the activities managers are involved in will lead to a
high percentage of the overall success of the organization. Reports should be designed to monitor
and highlight the small percentage of products,
revenues, costs, and activities which in essence actually "win or lose the ballgame."
For example, a detailed analysis of sales data by
product revealed that 16 items (24 %) in a 67 -item
product line generated approximately 76% of total sales dollars. Furthermore, only 12 of those
products were responsible for 71% of all profits.
Clearly, if such a large portion of an organization's sales and profits are derived from such a
small number of products, then detailed tracing
and highlighting of such items in the report structure is warranted.
Here is another example. A vendor analysis report listed in alphabetic order the entire 991 vendors with which a purchasing department deals.
Analysis revealed that purchasing activities with
these vendors broke down as follows:
Number
of
vendors
21
103
359
508

Annual purchases
in
dollars
$100,000 or more
$10,000 to less than $100,000
$1,000 to less than $10,000
less than $1,000

A report that always listed these 21 vendors
first, and only included other vendors if they did
not perform within specified levels, is what is actually needed. In addition, varying cutoff points
by group should be set up for the screening variables used in selecting which of the less important
vendors will be included in each period's report.
Thus, a highly useful reporting mechanism might
be one which:
• Lists the 21 principal vendors first;
• Only lists those vend ors in the $10,000 to
$100,000 range if returns were greater than 5%
and /or tardiness in deliveries were greater than
MANAGEMENT ACCOUNTING/ NOVEMBER 1984

10% beyond the promised number of delivery
days;
• Only lists vendors in the $1,000 to $10,000
range if returns were greater than 10% and /or
tardiness above 20 %;
• Only lists a vendor with whom we do less than
$1,000 worth of business annually if that vendor is designated as providing a critical product
or service;
• Provides the ability to break out all of the vendors who performed within chosen cutoffs for
the screening variables;
• Provides the capability to receive the performan ce d at a on an y in d i vi du al vend o r i f
requested.
The area where the dollars are concentrated
should be known and incorporated into the design
of the system. A focused system should provide a
means to screen out unimportant data and direct
attention to "dollar - powerful" items.

Vincent J. Giovinazzo,
CMA, is a professor of
accounting, School of
Accountancy, Georgia
State University. He
has a Ph.D degree In
business
administration from
New York University,
New York City. This
article was submitted
through Atlanta Central
Chapter, of which he is
a member.
Lybrand Gold Medal,
1983 -84.

CRITICAL SUCCESS FACTORS
In virtually every organization, there are a few
activities which must be performed well to be suc-

A focused information system has an
operations orientation rather than an
accounting orientation.

cessful. It is the degree to which these activities
are carried out effectively that will determine to a
very large extent whether an organization will
achieve or surpass its goals. These activities can be
considered to be the critical success factors (CSFs)
and such factors exist for every organization and
for each of its subunits.
Several characteristics of an organization influence which factors are the critical ones, including
the organization's revenue and cost structure, the
nature of its operations, and management's chosen strategy.
Obviously, those items and activities that are
responsible for the majority of the generated dollars are a principal determinant of CSFs. In the
auto industry, for example, tight control of production costs would be among the CSFs, while in
the processed food industry, manufacturing cost
control is far less significant an issue because marketing expenditures are dominant.
The nature of operations often is the main determinant of the CSFs. In many telephone selling
operations, the salespeople have a tendency to depend too heavily on incoming calls and avoid
35

making "cold calls" as much as possible. In addition, if a large sale is obtained early in the day
many individuals have a tendency to relax their
efforts for the remainder of the workday. The
number of outside calls made must be budgeted
and monitored if high levels of productivity are to
be realized.
In smelter operations, metal costs generally
make up over 50% of total expenses. In addition,
all alloys being produced must meet government
specifications. It is critical that the amounts used
of the most costly basic metals (e.g., zinc or tin) in
the composition of the alloy be maintained at the
minimum allowable levels. A normal run in a
smelter furnace to produce an alloy from various
scrap metals may require 27 to 30 hours. The mixing alloy should be constantly sampled to determine if the composition should be modified to reduce the cost per ton for the batch.
A third element that can determine the CSFs is

Focus on 'hard -core' information.
Avoid a bedsheet report where every
conceivable statistic appears.

management's business strategies, i.e., the areas,
items, products and services and other factors it
has chosen to emphasize to achieve success. Most
companies in the processed food industry, for example, have decided to rely on effective marketing
and distribution methods as the main road to
highly profitable operations. The efficacy of such
methods can be partially evaluated and tracked by
such measures as the percentage of supermarkets
that participated in the companies' promotional
programs, the number and dollar value of submitted coupons, and the average amount of shelf
space per store allotted by each supermarket.
For some quick food chains the speed with
which customers are served would be critical,
while for more expensive restaurants such a factor
would not be as great a concern.
Some inner -city gas station chains emphasize
quality maintenance service and low gasoline
prices in their marketing strategy. In contrast, a
gas station chain located along major highways
stresses clean restrooms and the availability of
quick -food snack bars and ice cream outlets.
In any event, whatever the cost structure, nature of operations and applied strategies, indices
and statistics must be developed as measures or
proxies for the key factors. In short, a focused system has the capability to monitor and report on
the CSFs of a unit on a timely basis. Such a sys36

tem is discriminating and selective in the information it provides. It attempts in a very meaningful
way to spotlight, and perhaps isolate, information
on the key factors.
KEY PHYSICAL ACTIVITIES
Managers primarily affect and control operations physically. The related information results
only reflect how well the physical elements in
their operations are managed. Thus managers
need intelligently organized data on the physical
factors they control. Such things as numbers of
sales calls made, spoilage in pounds or units, number of invoices typed, machine downtime, new
customer accounts started, number of boxcars unlo ad ed , overti me ho urs wo rk ed, and market
shares are often far more meaningful than the related dollarized data.
In general, a well- focused system can routinely
and economically collect data on physical factors
in great detail. With such systems the information
required to understand cost behavior and the
causes of variances can be provided upon request.
Of course, reports must be designed so as not to
swamp the user with unnecessary detail; at the
same time the figures needed to evaluate the underlying causes of the financial results and formulate appropriate actions to be taken should be
available in an intelligently organized form.
This zeroing in on physical factors is very consistent with many of the suggestions of productivity authorities. In most of the work in the productivity area, many insightful, revealing physical
indices and ratios are developed to track and call
attention to key factors obscured by financial
reporting.
ACTUAL CONTROL LOCATIONS
The locations at which each cost, revenue, and
physical factor is actually controlled must be identified when designing the system. First, within
manufacturing, marketing, and administrative activities the physical locations where decisions are
actually made, control activities performed, and
related physical events occur must be determined.
For some items, like spoilage, the different ways
in which a unit can be damaged would have to be
determined and the places within the production
process where such damage can occur identified.
For overtime hours, it may be determined that
the assignment of overtime for the week is a decision made at the foreman level every Monday. In
other cases it may be found that skilled machinists
individually determine on a daily basis how many
hours they should work, based on the immediate
production schedule or backlog.
Entertainment expenditures may be budgeted
annually and the arrived -at- figure, given normal
organizational behavior, is the total that will actuMANAGEMENT ACCOUNTING /NOVEMBER 1984

ally be expended. Individual expenditures, however, are decided by the sales and purchasing personnel in the carrying out of their activities and
are based on what each individual deems appropriate in each particular circumstance as it arises.
Advertising expenditures may be planned, budgeted, and expended quarterly by only two individuals via contracts set up with different media.
In any event, the locations at which decisions
are made and controls directly applied must be
identified for each operation's variable. These locations must be specified in terms of both the
physical places where such actions are exerted and
the organizational units carrying out the related
activities. Focused information systems would
fine -tune reported data and transmit it to the most
appropriate locations and organizational units.
REQUIRED TIMELINESS
The speed with which management receives information must be consistent with the timeframe
within which it must take action. Effective management requires the ability to react to each physical and financial element in the appropriate time
span. Belated corrective action, although beneficial, can be quite costly. The comparative financial results that could have been attained had decisions been made on a more timely basis may be
substantially different.
Each physical and financial factor should be analyzed in terms of the optimal timeframe within
which it should be acted upon. The time intervals
that should be considered are hourly (constantly),
several times each day, daily, weekly, monthly,
quarterly, and annually.
In many manufacturing operations, for example, a constant vigil over spoilage problems should
be maintained. Hourly figures on spoilage stimulate workers to give constant attention to this issue. In contrast, weekly figures can conceal inconsistent performance by only reporting satisfactory
average weekly spoilage rates.
Overtime hours generally need to be controlled
an d eval uat ed on a d ai l y b as i s b y s h i ft or
department.
For many discretionary expenditures such as
training, advertising and entertainment, monthly
data is quite sufficient. With such data, timing for
reporting is not critical. Far more significant is
the analysis provided on these expenditures in
terms of the physical statistics describing what
was achieved.
Cash collections from receivables by day, week to -date, and month -to -date generally prove quite
indispensable in a company with a tightly run
cash management program.
Obviously, it is not always economically or
physically feasible to provide information in the
needed timeframe. But as industry moves toward
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real -time, on -line systems supported by impressive
data bases, reporting lags can be substantially reduced. In any event, a focused system would use
the most appropriate feasible timeframe for reporting each variable. Certainly the management
accountant should make every effort to be keenly
aware of the optimal reporting timeframe for each
operating statistic and financial variable, and
clearly understand in which cases the system is
significantly inadequate.
MEANINGFUL PRESENTATION
A focused information system has an operations orientation rather than an accounting and financial emphasis. Thus, information is placed on
reports only if it specifically relates to the responsibilities and activities of the recipient, not because
it is traditional accounting data. In short, it is only
placed on a report if it will help managers do their
jobs.

In almost every organization there are
a few key activities that must be performed well
if that organization is to be successful.

The major presentation- related characteristics
which a focused system would exhibit are:
Hard -Core Information. The information provided on reports should represent the "hard core" in format io n n eed ed by managers. A
"bedsheet" type of report where every conceivable physical statistic and financial variable is
presented should be avoided. Such data may be
collected and its availability maintained, but
managers certainly should not be routinely
flooded with rarely needed figures.
Physical Statistics Inclusion. Reports normally
should report physical statistics as well as financial data in an intelligent format. It is the
physical statistics that provide an explanation
of the financial results, information on the variables upon which action is directly taken, and
the items for which specific goals can be set.
Controllable Items Distinction. Each report
should clearly distinguish all the controllable
physical and financial elements. Allocated or
prorated costs, over which managers have minimal or no control, should not be subtly combined on their reports. Generally, allocated
costs and charges should be excluded from such
reports or included in a separate, well- delineated section, with their nature clearly identified.
Pyramided Structure. The reports for different
37

organizational levels should reflect the responsibilities of the individual positions and tie together into an integrated structure. The structure should be designed so that one could easily
trace logically the interrelationships and summary buildups in the overall report structure.
The amount of detail received by any level of
management and the frequency with which it
receives reports should be consistent with its
needs. In general, if more than two levels are
receiving the same report, one is probably receiving some inappropriate information.
Users' Language. The language and terminology used by management should be incorporated into the reports whenever possible. Every organization has its own jargon and buzz words,
and if such terms are not technically incorrect
or misleading they should be designed into the
reports. In short, sophisticated accounting
terms should be disregarded and simple nonfinancial language used whenever possible.
Designing a Focused System
To design focused information systems effec-

What are the biggest headaches you must
deal with in carrying out your responsibilities?

tively, several issues must be clearly understood
and several steps and preventive measures undertaken. First, management accountants must be
highly familiar with the design process and the
steps requiring their involvement during this
activity.
The System Development Process can be broken down into three basic phases: Requirements

analysis, detail design, and implementation. See
Table 1. These three phases have to be performed
essentially in the chronological order shown, although some overlap is possible. The first phase is
when the in -depth analyses required to determine
how to focus the information system must be performed. It is the phase in which the management
accountant should insist on getting heavily involved. This phase places the greatest demand on
experience, analysis capabilities, and tactful, penetrating interview and observation techniques. Different kinds of skills and input are required in
each phase and the end - result objectives and dominant characteristics of each phase are quite varied. Table 2 presents an overview of these items.
Many groups must participate in the design, development and implementation of a managerial
accounting system. It is critical that each group
get involved in the process at the appropriate
stage. A Timing of Involvement Chart, Figure 1,
indicates when the knowledge, efforts, and skills
of each gro u p i s req ui red and can be mo s t
productive.
A careful review of these two tables and figure
provides very useful guidelines for management
accountants in defining their roles when designing
focused systems:
Heavy Front -End Involvement.The managerial
accountant and the operations managers who will
receive the reports must get deeply involved in the
design of the system during the first phase. Indeed, the major cause of poorly conceived systems
is inadequate input and guidance during this first
phase from those who will eventually receive the
reports of the system. Management accountants
must astutely convince managers to participate
meaningfully in the determination of their information needs during this early stage.
Often, operating managers do not seriously reflect upon their information needs until the implementation stage. At this point, they then insist

•
•

•
•
•

&

•

&

&

Implementation
Create initial data files
Train
Modify reports
Test modify
clerical procedures
Test complete programs
Operate in parallel
Complete documentation
&

•
•
•

•
•

•
•
•
•
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Detail design
Specify classification requirements
Design:
Coding structures
Reports
Forms
Data files
Prepare clerical procedures for:
Reviewing, verifying processing
source data
Supervising
Operating computer
Develop or acquire software
Determine equipment requirements
Select equipment (if necessary)

•

•

Requirements analysis
Identify affected organizational
units personnel
Determine the affected units'
information needs
Analyze operations:
Critical factors
Exceptions
Controls
Analyze document the current
flow of data
Evaluate equipment requirements
&

•

Table 1
Systems Development Phases and Work Steps
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Table 2
Systems Development Process
Objectives and Characteristics of Phases Table

Experience, insightfulness,
and creativity are of
critical importance

Highly technical, tedious,
detailed and time consuming

upon significant changes in the design. This frequently leads to confusion, the need to substantially alter the detail design, long delays, much
unnecessary work, bitterness, and, on occasion,
complete abandonment of the project. A search
for the guilty usually follows, with the involved
accounting and EDP personnel usually being unfai rl y h el d s ol ely resp on sib le fo r the enti re
debacle.
Management accountants and systems analysts
must find a way to stimulate operating management's participation at the appropriate time. Because of relative standing in the organizational hierarchy, unrelated operational priorities, and the
existing political climate, it is not always easy to
generate such cooperation. This is precisely where
the managerial accountant's human relations
skills and organizational savvy must come into
play. Detailed work plans for the project and orientation meetings are indispensable in alleviating
this issue.
Appropriate Roles for EDP Specialists. The management accountant should consciously specify
the appropriate roles EDP systems analysts and
programmers will play in the design process. The
well - trained, experienced systems analyst is often
capable of determining the output requirements of
the system. Yet the man agement account ant
should not automatically allow the systems analyst to lead this effort before a careful review of
his credentials. Frequently, the EDP systems analyst's background is shallow in the operational
area under study, and his accounting background
may be virtually nonexistent. Often the managerial accountant could do a far more effective analysis in determining the information needs if a systematic approach is applied.
Do not relinquish the lead and responsibility to
perform the requirements analysis. Once the system is up and running, the EDP systems analyst
may walk away, but the management accountant
will have to continue to deal with it and listen to
management's constant complaints. The ideal situation is for the management accountant and
EDP systems analyst to participate jointly in the
MANAGEMENT ACCOUNTING /NOVEMBER
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Implementation
The system
is operational
Long hours,
unexpected occurrences,
very stressful and
tension filled

requirements analysis, with the managerial accountant taking a leadership role and the EDP
sys tems analyst parti cip at ing as a tech nical
specialist.
Especially do not allow the situation to arise
where a programmer is actually in effect performing the requirements analysis. Granted programmers "work with computers" but that does not
give them the background, experience, and human
relations skills needed to perform the requirements analysis. One of the most serious, common
errors made by accountants is to turn over the responsibility for the design of one of their systems
to an EDP department which has a programming
staff but no experienced systems analysts. The results are usually highly unsatisfactory, if not
disastrous!
Figure 1
Timing of Involvement Chart
Requirements
analysis

Detailed
design

Implementation

Management
accountant
Accounting
Jerks
Non - managerial
operations
personnel'

I

Operating
managers

'

Dominant
characteristics

Detailed
design
The elements of the
system are designed &
developed

EDP systems
analyst
Programmer
'Including source data collectors.
Degree of participation:
Heavy
Substantial but irregular
'

Objectives

Requirements
analysis
The required output is
defined

Li g ht

and irregular
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Identify All Affected Units and People. One of
the main principles of effective systems analysis is
to be sure to obtain the input of all units and individuals who are or will be affected by the new system. There are a mind - boggling number of facts,
unusual relationships, exceptions, and details that
should be considered. Often only the individual
managers and operations personnel involved in
these affected areas have the detailed knowledge
that should be considered in the design of the system. All such individuals should be interviewed
during the first phase, and somehow they must be
motivated to participate in a profound, nonsuperficial way.
In -Depth Analyses of Operations Only by a
thorough analysis of operations can a managerial
accountant obtain the insights and facts required

During the analysis phase
management accountants should not relinquish
control to EDP specialists.

to develop a focused information system. Some of
the basic steps required to perform this task are:
• Identify all affected organization units and develop an up -to -date organization chart for these
units indicating all pertinent organizational
relationships.
• Trace all related currently used source documents by physically walking each copy through
operations. Individuals who will have valuable
knowledge and insights will be identified during
this process. The points where activities occur
and data is collected also will be revealed.
• Perform common -size statement analysis, converting all figures into percentages so significant costs, revenues, and activit ies will be
identified.
• Follow the physical process under consideration and directly observe what occurs. Develop o rgan i zed not es an d p erh ap s so me
flowcharts.
• Use repeated observation and in -depth interviews to determine: how operational activities
are actually performed and happen, where the
control points are located, what timeframes are
required in each area and for each variable, and
what are the biggest problem areas.
• Ask the following questions: What are the key
decisions that have to be made in this area?
What are the biggest headaches you must deal
with in carrying out your responsibilities? What
are the maj or excepti ons that o ccur? What
40

problems only arise irregularly? What aspects
of your operation and which factors can you exert the most control over? What is the optimal
timeframe for each piece of information you
need to receive? What information would you
want if it were possible to generate any conceivable data,item? What are the factors you investigate when trying to determine why financial
results are out -of -line with budgeted figures?
Do you collect any crude physical statistics or
financial data informally to aid your decision
making? What is included in this data?
Be sure to interview all affected personnel. Operating managers, as stated earlier, must provide the key input, but do not limit inquiries to
only these individuals, even if they claim it is
unnecessary to talk to their people. Often salespersons, shipping clerks, machinists, production schedulers, purchasing agents, repairmen,
and foremen will provide the most insightful
comments. Frequently, their input will clarify
many issues that the managerial accountant did
not fully understand and aid in formulating additional questions to ask management.
This in -depth look at operations is basically a
nonfinancial analysis in which the management
accountants must "roll up their sleeves" and
view operations through the eyes of the responsible managers.
A Critical Role for Management Accountants
Focused information systems direct attention to
the operational factors that managers consider important in their decision making. Such systems are
focused in several ways: dollar - powerful items are
highlighted, critical success factors are tracked,
the physical factors which managers actually act
upon are reported on via physical statistics, reports are directed to the physical locations and organizational units where actions are actually taken, every effort is made to ensure that the speed
with which information is reported is consistent
with the timeframe needed, and all reports are
meaningfully presented in the language of the users in a complete but concise manner and in an
appropriate format.
The need for information on physical statistics
as well as financial results cannot be overemphasized. Operating managers generally control activities physically, and statistics that directly reflect
these factors aid them immeasurably in making
decisions and understanding financial results. In
contrast, financial reports often obscure what actually occurred when used alone. Management accountants should make every effort to design reports that astutely and efficiently present both
types of information in an intelligently organized
format.
Management accountants should become highMANAGEMENT ACCOUNTING /NOVEMBER 1984

ly familiar with the design process and steps involved in developing computerized information
systems. This process includes understanding the
objectives and dominant characteristics of each
phase, and what each group's role should be during the developmental process.
Management accountants generally should take
a dominant role during the requirements analysis
phase for this is when operating management's information needs are being defined . Accountants
should not relinquish their heavy involvement
during this stage to EDP specialists without carefully evaluating the situation and the credentials
of these specialists. Often the skills and orienta-

tion required to determine the required output
and to design focused systems are best provided
by the well- trained , experienced management
accountant.
Management accountants must view themselves
broadly and recognize that their responsibilities
go far beyond maintaining accounting systems
that produce financial information for internal
uses . Instead , they should view themselves as
managerial information specialists, having substantial understanding of computerized systems
and the design process. They also should be prepared to take a critical role in the design of such
systems.
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MICROMANIA
Or, How to Spend
$8,000 and Create
a $75,000 Problem
Not only were the results of the system not useful,
but after several months the company exceeded
the capacity of its new system!

By Thomas J. Decker
Many of the currently available microcomputer
systems feature a number of "packaged" applications which cost only a few hundred dollars. Unfortunately, the evaluators of small computer systems frequently do not take into consideration all
the costs of automation, such as human resources
required for these projects, and especially the demands on middle management.
As a result of a number of consulting engagements, we have had firsthand experience with a
large number of computer implementations. The
case of the Widget Co., which has been altered for
42

confidentiality, is representative of the problems
we are asked to help with and is based on our
experiences.
The Widget Manufacturing Co. is a small, family -owned manufacturer of packaging materials
currently in the midst of significant expansion.
The original owner passed away three years ago
and the firm is now managed by family members,
as wel l as s ome lo ng ti me emp lo yees o f th e
fo u n der. Ji m, age 2 4 , t h e yo u n ges t o f t h e
founder's two sons, is a graduate of Podunk University where he majored in accounting and finance. Jim was exposed to computers during his
college days and has a continuing interest in them.
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He has been vocal about the need to "automate"
in order to give the firm a competitive edge and
free the staff for more important tasks.
The other members of management, mainly
Bob, an older brother who graduated from Noitall
University with a law degree 10 years ago, serves
as the chief operating officer of the corporation.
He recognizes that the business is growing and
that there is a large amount of confusion and
wasted effort in a number of administrative areas
of the company. The staff has increased continually over the past five years, the current facilities are
inadequate for the number of staff, and the paperwork appears to be all - consuming.
The president of the company, Miss Elley, is
the widow of the deceased founder, who, at the
time of his death, was not involved in the day -today affairs of the company. She, along with her
two sons, who have worked in the business since
they were in junior high school, however, have the
day -to -day knowledge of the business and manage
and control the company.
As a result of an expansion due to improved
sales, it is increasingly difficult for management to
obtain a "feel" for the business by observing operations and discussing day -to -day problems. More
often than not, "surprises" regarding the financial
condition of the firm have resulted from the annual financial audit, as well as periodic reporting
throughout the year. Unfortunately, interim financial reporting has not been timely, and the annual financial audit is more of a historical document than a current report upon which to act, in
that it is not issued until three months after the
close of the fiscal year.
Consequently, management is demanding additional information on stock levels, status of orders, and, in particular, status of the accounts receivable. Often, an account is seriously delinquent
before managemen t is aware of th e pro blem.
Many of the firm's customers are taking advantage of the company's inadvertent liberal credit
policies and are not paying in a timely manner.
(Customers are usually the first to know of a
firm's poor accounts receivable system!)
In short, the support systems to run the business have deteriorated over a period of years but
have been shored up by the addition of extra employees. The systems are not well defined or
streamlined, but rather an evolution of processes
developed by the staff involved in the processes,
and not a result of the work of trained systems
people. It is clear that something must be done,
and soon.
The Solution Identified
Management decided to obtain a computer to
resolve this problem of lack of information, reasoning that the system must be made to "run fastMANAGEMENTACCOUNTING/NOVEMBER
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er," and because computers go faster, such a move
obviously will correct the situation. Also, because
other firms are computerizing and the cost of
computers has decreased to levels not dreamed of
five years ago, the firm cannot afford not to take
advantage of the reduced hardware costs. "Why,
for three or four thousand dollars," Jim explained,
" we can get a computer system that will handle
the payroll, order entry, inventory, billing, and accounts receivable, as well as provide some word processing support for the office." The task of acqu iri ng t h e co mpu ter was gi ven t o J im, the
treasurer, because this task more closely aligned
with his area of responsibility. Bob, the executive
vice president, however, reserved the right to confirm the selection, as his background in law and
experience in running the company qualified him
to make the final decision.
It was obvious that the first step was to contact
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as many vendors as possible and obtain marketing
materials that described the available systems.
The plan was to get an idea of what the best computer for their needs would be; then it would be a
simple matter to buy and install the application
software. Accordingly, Jim made a number of
phone calls to local offices of major computer suppliers, as well as contacting some of the smaller
companies that advertised in a number of business
magazines.
Also, he visited the showrooms of a number of
companies who sell computers "off the shelf,"
where he received a confusing but detailed explanation of how these systems operated. Jim was
particularly impressed by the small size and reduced costs of the hardware in relation to the
number of things it appeared to do. The list of ap43

plication systems available for these small computers was impressive, and he was assured that
most ofthese systems would satisfy his needs, because they satisfied similar needs in hundreds of
other small firms.
Jim also met with a number ofcomputer salesmen and visited their facilities for a demonstration
of their hardware. The systems appeared to be
easy to use and the person entering the information seemed to be quite confident and relaxed with
the equipment. The operator knew all of the codes
necessary to demonstrate a number of computer
games, and demonstrated how the word processor
functioned. The operator explained that the system had the "normal" accounting functions installed and displayed a series of display screens

cer, stated that he would check with some of his
colleagues to determine what experiences they had
and to see if there is any reason why the choices
presented were not appropriate. As a result of
Bob's discussion with some ofhis attorney and accounting friends, it was decided to proceed with
Jim's recommended choice, and the standard sales
order was signed.
The Awakening

Delivery of the computer was mad e within
three weeks after the signing of the order. During
that period, Jim selected and ordered a number of
programs from the vendor's list ofavailable software. Everything was working just fine —the computer was delivered and installed in the space desi gn at ed , an d th e d i s k et t es co n t ai n i n g th e
programs were received the following day.
The first few days were devoted to becoming familiar with the computer system, and, in particular, the word - processing program. After one
week, Jim was quite proficient at drafting material
on the word proces sor, making changes, and
printing the material in final form on the printer.
The next step was to get Emily, the general office
manager, and her secretary to use the word -processing system, because they handled most correspondence. Unfortunately, Emily's fascination
with computers did not parallel Jim's and she preferred to use her standard electric typewriter in
lieu of the computer system. This worked out just
as well though because Jim was engrossed in experimenting with the application programs received by mail and becoming more familiar with
the operation of the computer system. In fact, he
spent most of his days and many evenings and
weekends working with the computer system.
It soon became apparent that the acquired application systems, although they would post transactions and produce reports, did not fully satisfy
the needs of the firm. Management thought that
showing the titles, "General Ledger," "Accounts adjustments could be made to the programs which
Receivable," and so on. A detailed review of these could resolve these problems, however, when the
systems was not possible, however, because test salesman was contacted regarding modifications,
files were not prepared.
he suggested that Jim call the software vendor diAt t he man agement meeti ng the fol lowing rectly, which he did. Unfortunately, the software
month, Jim reported on his busy schedule during ven do r was n o t i n terest ed i n making these
the past few weeks and of his visits to a number of changes to the application systems because any
computer firms and their showrooms. He had nar- changes would make maintaining the system for
rowed his search to three firms, one of which was the hundreds of other users difficult. Jim, howeva retail outlet. The other two were more expensive er, obtained the name of a local programmer who
systems manufactured by nationally known firms, could help him. After many days, he was able to
which had models oftheir computers available for locate this individual, who had a full -time job
the small businessman. This option appeared to be with another local firm. His programming activiparticularly useful because it would enable the ties were limited to after hours and weekends, and
firm to acquire a small computer, and should the it became apparent that making the changes to the
firm require more capacity, the computer could be programs would not be the simple task that Jim
upgraded or traded for a more advanced model.
was led to believe. On the other hand, maybe it
After much discussion, Bob, the executive offi- would not be necessary to make these changes, if
44
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Jim could just adapt the operations of the firm to
the system.
After what seemed like an inordinate amount of
time, the first application system for production,
was ready to run. Staff members were trained to
operate the computer system and to input transactions, and the data needed to establish the master
files was input at night and over weekends. Finally, the system was ready to be used in the day -today operations. The limitations on the application
system in terms of the company's operations were
overcome partially by establishing additional coding structures and other "minor" disciplines imposed on the staff and the processing systems.
After three weeks of processing, the first periodic reports were produced. Unfortunately, the
results were not in conformance with the expectations of either Jim, who was the most knowledgeable of the application systems, or the rest of management. The sequence of the data on the reports
was not useful, and the information displayed was
in such coded form that it was unintelligible. In
addition, the input errors were so numerous that
the integrity of all the reports was in doubt.
The story does not end here —not only were the
results of the system not useful, but after several
months Jim discovered that the capacity of the
system was exceeded and that to continue processing, it was necessary to separate the data files into
two parts. The option, of course, was to buy additional upgrades to the system, which, after it was
evaluated further, would only resolve the problem
for another year, at which time the capacity of the
system would be exceeded again. In addition, the
additional application systems that were planned
for the system were not installed because there
was not enough time to process all of this information. Also, only one person could use the computer at a time, presenting a scheduling problem
for the staff and the business.
It was only after the system was installed a few
months that some of the more obscure results of
the "computerization" project surfaced. Because
Jim, the financial officer, spent an enormous
amount of time working with the system, training
the staff, and other activities directly associated
with the acquisition of the computer, he failed to
be aware of a change that was occurring within
the business. Specifically, the accounts receivable
balances were continuing to increase, and shipments to firms with delinquent accounts were
continuing to be made. The end result was that
the accounts receivable balances doubled during
the preceding 90 days, presenting a serious cash
flow problem to the business. Although management generally was aware of the receivable problem, its magnitude was not realized until the firm
experienced a negative cash flow. Spending for
capital improvements, approved earlier in the
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year, could not be made as planned, and instead,
short term borrowing was required. This action
resulted in an additional cash flow deficit, thereby
aggravating an already difficult situation.
The True Cost
Although the management team correctly identified the tangible costs associated with the project, such as the computer hardware, application

software, and certain incidental costs associated
with acquisition of the computer system, they
failed to identify some of the intangible but more
significant costs that are part of implementation
of any computer system, namely, personnel resources. Not only was the financial officer's valuable time over a period of months consumed with
the computer project, this diversion was responsible for his failure to detect, in a timely manner,
the financial condition of his firm which led to
catastrophic financial difficulty. This, then, is a
case of how an $8,000 expenditure, designed to
improve the situation, resulted in consuming the
treasurer's valuable time to the extent of some
$30,000 - $40,000, and, in addition, caused a condition to exist that could have led to the financial
ruin of the company. Fortunately, the situation
was detected and corrective action taken, but not
without staff unrest, distrust for computers, and,
generally, an unhappy situation for all concerned.
A Better Approach
Based upon the number of horror stories since
computers were first implemented 30 years ago, it
should be evident that implementation of automated systems is not all that simple. The lessons
of the 1960s, when companies installed expensive
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computers primarily for business applications,
have apparently gone unheeded in today's situation where computer hardware cost is only a fraction of what it was then. The system implementati o n p ro b l ems o f t h e 1960s, however, have
remained the same.
Experience has shown that it requires dedication, time, and expert knowledge to implement
computer systems. Not only is technical knowledge necessary, but in -depth experience of the key
application system and knowledge of the business
or industry are necessary. Application system requirements must be defined by someone knowledgeable in systems and procedures to determine
the objectives and functions of the system. This
phase of the work is called the systems requirements phase, and is a necessary and integral part

of all computer implementation projects.
Do not expect a computer salesman to do this
for you. Not only does he have a vested interest in
the outcome, but, in most cases, he is not qualified
to perform this task. Instead, use the services of a
reliable and experienced firm or person who has
the experience and reputation to bring about the
changes desired.
After the application systems are defined in
general terms, obtain and review "packaged" application system descriptions that appear to satisfy
these requirements. This step may require some
modification in the way the firm's systems are operated in the interest of limiting the cost of the
application software because the alternative is to
obtain "custom developed" application software.
Two heads are better than one in this regard, and
the management team should have an in -depth
"feel" for how the application systems will oper-
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ate when it is finally implemented.
The next step is to acquire a computer system
that is compatible with the application software
selected. This constraint generally will limit the
choices, as there is limited portability with most
application systems. On the other hand, the questions to be asked are: Is there any reason that the
computer system should not be selected if the application software functions is as expected? and
can it be expanded to meet the potential expansion
in the business in years to come?
Obtaining a fair and equitable agreement to
purchase the computer hardware and the application software also is important. The vendors' contractual arrangements do not automatically favor
the user, and should be modified to address the
user's needs, problems, and expectations.
Other considerations include the audit and internal accounting control problems associated
with the application systems. Internal accounting
controls increasingly are becoming deficient as
more and more computers are installed in small
businesses. Application systems do not always
provide the degree of assurance and internal control necessary, and the concentration of duties
among a relatively few number of persons aggravates this already serious problem.
Although you should not be hesitant in obtaining outside assistance if necessary, refrain from
obtaining this advice from those who are familiar
in giving advice but not familiar with the complexity of the subject upon which they are advising. Computer consultants are found in increasing
numbers, although many of them do not have the
professional background, education, and training
necessary to address your individual problems in a
professional way. Beware of the programmer with
limited experience who is starting his own "cottage" business as a consultant. Although he may
be a technically well - qualified programmer, this
fact does not necessarily mean he is a good independent thinker, systems professional, or an independent person in regard to your needs.
Obviously, the true cost of a computer system is
not necessarily the hardware and application cost,
but rather the value of all resources that are consumed in making it function as expected, and
most important, the consequential results that can
occur if management disregards normal business
operations. Most computers in the marketplace
function well. Finding the correct solution in
terms of hardware, system software, application
software, and an acceptable system implementation approach may require a large investment of
human resources, and this fact should be recognized at the beginning of the project in order to
evalu ate t he true economi c feasibil ity o f the
project.
❑
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More Perils of Automation Fever.. .

money for and then had to put in a special room should handle all the things we want it to do and with very little help
from usl
"It just ain't so!" The very first thing we found out was that
our "perfect" software wouldn't do a third of what we wanted
it to do. Required reports were either inadequate or nonexistent. Totals were not available for those things for which we
wanted totals. What to do? There were two choices —scrap
that "perfect" software or see if programming aid could alter
it sufficiently to make it behave as we wanted it to.
Dealing with Programmers 2,000 Miles Away

By Carroll S. Peterson
Once upon a time in the far off land of Southern California,
there was an organization called San Diego Wholesale Credit
Association that decided to invest in a new computer. Now,
there were certain things that this new system had to do, and
certain requirements from the National Association of Credit
Management, of which we were an affiliate, that had to be
integrated. One of the goals was to achieve national credit
reporting capability through use of similar equipment at all
the affiliates.
San Diego Wholesale Credit has three divisions:
Credit reporting and credit checking,
Collections for members of the Association, and
Adjustment Bureau to handle assignments for benefit of
creditors and similar matters.
Eventually, after much investigation and soul searching,
the decision was made to go along with several other affiliates
of NACM and invest in the IBM System 34.
Word was passed along that there was good programming
aid available in Oklahoma City, which was the same programming the other affiliates were using. So the hardware
purchase was made and the equipment installed; the recommended software we purchased was supposed to be perfect for
this type of operation, and was being used by the other affiliates. And then the proverbial feathers hit the fan!
Just for starters, it seems that Southern California affiliates
must be more sophisticated in what they want to accomplish
with their software than other affiliates across the country. Or
maybe we're just pickier about what we want. Or maybe this
is caused by our lovely "non " - winter —we want to be outside
instead of indoors fighting the computer to get the information we want and need. The monster that we spent all that
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So the programmers from Oklahoma City were called in,
and they flew out to Southern California confident that they
could handle all our woes. Have you ever tried to deal with a
programmer who is 2,000 miles away from the computer and
software that person is trying to alter? Let me tell you, it
doesn't work very well. They would come out for a week or
so, work very diligently while they were here, and fly back
home. And still the problems persisted. It took a long distance call every time some glitch popped up. Please don't let
me give the impression that everything they did was bad —
this truly is not the case. Certain phases went very well.
Finally, we decided that having programmers clear across
the country was probably not such a good idea — besides the
toll calls, hotel bills, and air fares were killing the budget!
An investigation was made into local programmers and, to
and behold, a good one was found right in our own backyard.
She came on board as a consultant and the first thing she was
asked to accomplish was to straighten out some ofthe glitches that had cropped up during the operation ofthe programs
that were up and functioning. As usually happens, one glitch
led to another, and that phase took almost a month to clear
up.
Then, the priority became the input ofaccounts receivable
to the system. We really found out how good that "perfect"
software was then! There were two varieties of billing to be
handled on one statement: billing for dues which was mostly
on an annual basis, but could also be semi - annual, quarterly,
or monthly, and could involve a number of different rates depending upon the services involved; and billing for special services and credit reports requested and received during any
specific month. This also could include group meetings and
business guides. Then, there is the problem of those companies that seem to pay what they want to pay, regardless of the
amount you billed them, although not necessarily less than
the amount billed.
We wanted the computer automatically to bill dues and
services that were on a fixed time period. So we set up a program which had the member's account number, time period
involved (annual, semi - annual, quarterly, monthly), amount
of dues to be billed, and any regular fixed charges for recurring special services. These can now be billed at the touch of a
finger. We can also add new types of fixed charges with relatively little programming change.
The credit reporting division is now set up so that when a
member orders a credit report, the charges are entered on his
account for the next billing cycle. The program also will control printing of detail on the bill for only those members who
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wish to have a detailed list of the credit reports they ordered.
So far, we must manually enter any reports rejected for insufficient data as credit to the member's account, but that entails
a very small amount of time. Manual entries into the system
also must be made for toll and mail charges when clearing
references for a requested report and for special reports
requested.
Cash receipts are being entered each day under two programs, one to handle the members' payments on invoices,
which will produce a documented record via an edit list.
There also will be a separate list of miscellaneous receipts daily. When we get better at the use of these programs, we will
have the capability to enter in an on -line mode directly to the
member's account. We're not really ready for that yet. We
make too many mistakes.
All this comes together at month's end when the member's
billing is produced, listing the various types of credit reports— complete with the detail if needed — business guides,
dues billed, industry group meetings, toll /mail charges, and
anything else that may come up. This sounds fairly simple but
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when it is complicated by more than 1,000 members, the
sheer mountain of paper can get pretty hairy!
After we work a few more bugs out of the cash receipts
program, our next step will be general ledger. So far no one
has had the courage to look at the canned programs to see
what they look like, so we don't know at this point how much
of it we can use, or if it might be smarter to forget the whole
thing and start over. From there we will proceed to trustee
accounting: receipts and disbursements. Our collection division already has its basic records and information in the system but it must be integrated with the accounting function to
handle the receipts and disbursements functions.
We're being smart after the fact and going forward slowly.
This way, we may avoid some of the more obvious errors and
problems. I hope our experience can help you do the same.
Carroll S Peterson is controller, San Diego Wholesale Credit
Association., San Diego, Calif. She is a member of San Diego
East Co unt y Ch apt er, through which this art icle was
submitted

forms may be obtained by contacting
NAA Attention: Stanley M. Hunt, 10
Paragon Drive, P.O. Box 433, Montvale, NJ 07645, 612/540 -3701.
The establishment of these grants is
an activity of NAA's new Committee
on Academic Relations. Another important activity of this Committee is the

The National Association of Accountants announces an improved dissertation research grant program. For the
1985 -86 school year, there will be two
$8,000 grants awarded to doctoral students doing research in the area of management accounting. (For the 1984 -85
sch oo l year, th ere was o ne $4 , 00 0
award). Through this program, NAA
encourages research and writing that
will advance the profession of management accounting.
The deadline for grant applications
for the 1985 -86 school year is February
15, 1985. Award recipients will be announced on or about April 15, 1985.
The recipients will be selected by a committee of two professors of management
accounting, two practicing management
accountants, an d the d irector of research for NAA.
Terms of the grants and application
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How Supervisors React
to `Meeting
the Budget' Pressure
Using budgets as a pressure device
by overemphasizing `meeting the budget,' can limit
the autonomous actions necessary for business growth.

By Paul J. Carruth and Thurrell O. McClendon

Paul J. Carruth is an
associate professor of
accounting at
Southeastern
Louisiana University.
He holds a Ph.D.
degree in accounting
from Louisiana State
University. He is a
member of Southeast
Louisiana Chapter,
through which this
article was submitted.
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Many of the normal, routine activities of a firm's
employees can be associated primarily, if not solely, with the operation of a budgetary system. For
example, supervisors may be active participants in
budget preparation, may use budgets for daily activities and planning, may be required to explain
and correct budget variances, or may be unconcerned about the use of budgets.
Budgets are an excellent control and evaluation
device but the activities of supervisors, working
under any budgetary control system and its related procedures, involve a number of sociological,
psychological, and behavioral relationships with
other members of the organization. Because organizational rewards generally are linked to the level
of employee performance, individuals naturally
will engage in behavior that they feel will help
them maximize the performance measures that
are used in their evaluation. If production is the
principal measurement of performance, employees
will seek to maximize production. Further, if budget variances are used as a measure of perfor-

mance, supervisors will tend to take actions or engage in activities that will result in favorable
budget variances. The supervisor's actions, however, may be affected as much by the manner in
which he or she perceives that the performance
evaluation is used as by the use of the measure
itself. Therefore, the specific actions or activities
engaged in by a supervisor depend to a large extent on how budgets are used in the evaluation
process. The purpose of a budgeting system, then,
is to direct human behavior in the way sought by
top management. While many aspects of a budgetary system promote desirable behavior, other aspects of the same system may result in behavior
th at may n o t be i n l in e wi t h man agemen t 's
desires.
We surveyed eight industrial firms located in
Louisiana in order to identify the relationships between the manner in which budget data are used
to evaluate industrial supervisors and specific behaviors engaged in by the supervisors, and to
draw some conclusions or implications from the
findings. Of course, there are many classification
schemes which could be used to depict the manMANAGEMENT ACCOUNTING /NOVEMBER 1984

ner in which budget data are used for evaluations,
but we focused on two classifications: those supervisors who perceived that budget variances were
used by their superiors as a pressure device, by
emphasizing "meeting the budget," and those who
perceived that budget variances were used in a
more flexible manner in their evaluations.
The first step involved categorizing the supervisors into specific groups. The respondents were
grouped on the basis of their perceptions concerning the manner in which their immediate superiors use budget variances in their performance
evaluations. The supervisors were placed into one
of three groups based upon their responses to the
following statement:
My superior tends to use budget variances
as a pressure device, by emphasizing "meeting the budget."
Those supervis ors who indicated that they
agreed or strongly agreed with the preceding
statement were placed in Group One. Those who
indicated that they disagreed or strongly disagreed with the statement were placed in Group
Three. A middle group, Group Two, comprised
supervisors who failed to indicate clearly whether
or not they believe their superiors use budget variances as a pressure device.
Our goal was to determine if there are significant differences between the actions of those supervisors who feel that budgets are used as pressure devices and those who do not. For analysis
purposes, the polar extremes approach was used.
This approach involves comparing only the extreme two groups and excluding the middle group
from the analysis. This method provides for the
creation of distinct and clearly identifiable groups.
Based on the above criteria, 32 supervisors were
placed into Group One, and 99 were placed into
Group Three. The remaining 46 supervisors were
placed in Group Two and, therefore, are excluded
from subsequent analysis because of their indeterminant responses.
The research questionnaire also included a list
of 23 statements that represent different types of
budget - related behaviors that the supervisors
might engage in. The items on the list were selected from relevant literature on budget - related behavior. The supervisors were asked to indicate
how frequently the described events take place in
their current job. A five -point scale of "always" to
"never" was used to measure their responses.
Measures for each of the 23 variables were then
used as inputs into a two -group discriminant analysis. Table 1 is a complete list of these statements.
Discriminant Analysis
The multivariate statistical technique of disMANAGEMENT ACCOUNTING /NOVEMBER 1984

criminant analysis was used to determine the relationships between the two groups of supervisors
with regard to the 23 independent variables. The
objectives o f th e di scri minant analysis were
twofold:
1. To determine if there were statistically significant differences between the average score profiles of the groups of supervisors with regard to
the independant variables, and
2. To determine which specific variables in the
profile were good discriminators between the
groups.
The output from the discriminant model was
interpreted to determine the relative importance
of each of the independent variables in discriminating between the groups. Twelve of the 23 variables entered the function as being statistically sig-
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Table 1
The Questionnaire: Budget - related Behavior Scale
How frequently do the events belo w take place in yo ur current job.
A = A lways

B = Of ten

C = Occasio nally

D — Seldom

E = Never

I participate in preparing future budgets.

A B C DE

I investigate favorable as well as unfavorable budget variances
for my unit.

A B C DE

I use the budget to plan activities in my unit.

A B C DE

I suggest changes in budget figures for my unit.

A B C DE

I use staff assistance in locating causes of budget variances.

A B C DE

I evaluate my subordinates by means of the budget.

A B C DE

I offer suggestions for the improvement of budget systems.

A B C DE

I am required to submit an explanation in writing about
causes of large budget variances.

A B C DE

1 find it necessary to stop some activities in my unit when
budgeted funds are used up.

A B C DE

I am consulted about special factors I would like to have
included in the budget being prepared.

A B C DE

I am required to trace the cause of budget variances to
groups or individuals within my unit.

A B C DE

I find it necessary to charge some activities to other accounts
when budgeted funds for the activities have been used up.

A 8 C DE

New budgets include changes I have suggested.

A B C DE

I personally investigate budget variances in my unit.

A B C DE

I have to shift figures relating to operations to reduce budget
variances.

A B C DE

The budget is not made final until I am satisfied with it.

A B C DE

I am required to report actions I take to correct causes of
budget variances.

A B C DE

I discuss budget performance expectations with subordinates.

A B C DE

Special problems I mention receive special treatment
in the new budget.

A 8 C DE

Corrective action for budget variances in my unit is under my
direction.

A B C DE

I use budgets to measure how efficiently my unit is operating.

A B C DE

My superior listens to my opinions on budget matters.

A B C DE

I go to my superior for advice on how to achieve my budget.

A B C DE

nificant. These 12 variables discriminators were
ranked in terms of their relative discriminatory
power on the basis of the standardized discriminant function coefficients as well as the F to remove statistics. The group means were used to determin e wh i ch o f t h e t wo gro up s was mo re
characterized by each of the discriminating variables. Accordingly, supervisors in Group One —
those who felt that budgets were used as pressure
devices — perceived themselves as engaging in the
budget- related behaviors presented in Table 2
more often than the supervisors in Group Three.
In addition, the results indicated that the supervisors in Group Three engaged in the budget - related
behaviors shown in Table 3 to a greater extent

Table 2
Behavior Characteristics of Supervisors
When Budgets Are Used as Pressure Devices
Standardized discriminant
function coefficients

Independent variables

F to remove
statlatics

I am required to submit an explanation in writing about causes of large
budget variances.

.66588

11.7540

I offer suggestions for the improvement of budget systems.

.50426

7.6000

I discuss budget performance expectations with my subordinates.

.40963

3.7724

Corrective action for budget variances in my unit is under my direction.

.39586

2.8535

1 find it necessary to stop some activities in my unit when budgeted funds
are used up.

.28529

2.4556

1 am required to report actions I take
to correct causes of budget variances.

.22631

1.1871

than Group One supervisors.
Normally, the remaining 11 variables which did
no t ent er th e d is cri mi nan t mo d el wo ul d be
dropped from further analysis at this point. The
impact of budgets on supervisory activities, however, is so great that we deem it necessary to include some brief analysis. Therefore, the 11 budget- related behaviors which did not discriminate
between the two groups of supervisors are included as Table 4.
Implications of the Findings
Budgeting systems that include both expected
results and actual achievements are probably the
type of accounting data most used by contemporary business managers. The basic purpose of
these systems is to change human behavior and,
therefore, decision making in ways sought by top
level management. When used intelligently, budgets formulate expected performance and express
managerial targets. These targets become perfor52

mance criteria for evaluating managers at all levels ofa business. The amount of emphasis placed
upon these criteria during day -to -day operations
as well as during performance evaluations influences the extent to which management is effective
in modifying a supervisor's behavior.
We focused primarily upon the changes in supervisor behavior as the degree ofemphasis placed
upon budget variances increased, and upon management's ability to elicit desired behavior from
supervisors through the use of budgetary systems.
The fact that a budgetary system is in place and
that budget reports form the basis for performance evaluations is sufficient to encourage certain budget- related behavior in supervisors. As
noted earlier, we found no significant difference
between the two groups of supervisors in the frequency of certain budget- related activities such as
participating in budget preparation, using budgets
to plan, and having to shift figures relating to operations to reduce budget variances (See Table 4).
Of course, most of these activities represent desirable actions; however, some do not. Shifting figures to reduce budget variances can cover up operati o nal pro bl ems . F o r ex amp l e, us i ng a
favorable indirect labor variance to offset an unfavorable direct labor variances may hide a lack of
motivation or proper training within an operational unit. Management must be cognizant of,
and in some cases, guard against, certain budget related behaviors that are likely to occur regardless of the level ofemphasis placed upon budgets
as a measure of performance.
Certain budget - related behaviors change, however, as the degree of emphasis placed upon budget variances increases. Management, then, does
have an opportunity to influence supervisory decisions or activities by varying the level ofemphasis.
Comparing the budget - related behaviors listed in
Tables 2 and 3 reveals some ofthese changes and
gives several significant insights concerning the
type ofchanges that may occur.
First, it appears that the greater the control established over budgets, the more defensive the supervisor becomes. Supervisors in Group One, who
viewed budgets as pressure devices, were more
likely to submit explanations and corrective actions in writing. This "protect myself' attitude
may cause supervisors to wear blinders and concent rat e more t h an ever on t h ei r i nd i vi d ual
worlds. Budgets are supposed to improve communications and, to some extent, cooperation between units. As defensive activities increase, unit
biases will become more pronounced; and it is less
likely that these biases will be set aside or that the
interest ofthe individual supervisor will be subordinated to the benefit of the organization.
Although no significant difference was found
between the two groups ofsupervisors in the freMANAGEMENT ACCOUNTING /NOVEMBER 1984

quency of shifting figures to reduce budget variances, supervisors in Group One (Table 2) more
often found it necessary to stop some activities in
their unit when budgeted funds were used up. Assuming that these activities do enhance the productivity of the unit, this conflict may lead to dysfunctional decisions. Supervisors often trade off
decisions that may improve performance of one
goal to the detriment of another objective. For example, a supervisor may cut back on quality control inspections, thus decreasing costs and improving short-run earnings, or reduce efficiency
by paying overtime to meet production targets.
Decisions of this nature may detract from the organization's overall goals and may cause inter unit friction. Supervisors frequently are reluctant
to move forward even when such actions are justified, knowing that their implementation would
lead to a poor performance record.
Second, it seems that the level of participation
in budget affairs is affected. While both groups
participate in preparing the budgets and use budgets for planning, Group Three supervisors (Table
3) indicated a higher level of participation. They
felt that they were consulted more often about
special factors that they would like to have included in the budget. Moreover, special problems that
they mentioned received special treatment in the
new budget. It generally is accepted that participation by all levels of management and all departments enhances the success of a budgeting system.
The involvement of supervisory personnel fosters
cooperation both within and among departments,
and also heightens the awareness of each unit's
importance in the overall processes of the organization. Superiors who use budgets as "pressure
devices" may be less inclined to encourage a high
level of participation. They may prefer to hand
the budget down, and then expect that it be met.
Undoubtedly, this attitude would stifle individual
initiative.
Next, using the budget as a pressure device or
over - emphasizing meeting the budget seems to
limit autonomous actions. Establishing and implementing a budget for a unit implies that top management delegates the freedom to make decisions
to a lower level. Instead of having to check first
with a superior, the supervisor has full discretion
over operational activities within his unit. Group
Three supervisors appear to act more autonomously. While Group One supervisors found it
necessary to stop some activities when budgeted
fund s are used up , Grou p Three su pervis ors
would more often charge some activities to other
accounts. Certain activities may be critical to the
long -run success of a division. The inability to
perform certain activities because "budgeted"
funds have been used up may adversely affect the
long -run profits. Therefore, a certain amount of
MANAGEMENT ACCOUNTING /NOVEMBER 1984

flexibility on the part of supervisors concerning
how budgeted funds are used may be highly desirable. Holding the supervisor accountable for the
results of his decisions supplies the desired balance to the greater freedom of actions given individual supervisors. Management, however, may
wish to establish greater control and to reduce autonomy. The price paid, of course, is closer day to -day monitoring of supervisory behavior.
Motivation and Commitment
Another question concerns motivation, com-

Tabl e 3
Behavior Ch aracteri st ics of S up ervi so rs
When Budgets Are Used with Flexibility in Evaluation
Independent variable

Standardized discriminant F to remove
function coefficient
statistic

I personally investigate budget variances
in my unit.

- .86818

13.1680

Special problems I mention receive special treatment in the new budget.

- .51080

3.9087

The budget is not finalized until I am satisfied with it.

- .33009

2.8967

I am consulted about special factors I
would like to have included in the budget
being prepared.

- .33444

2.1506

New budgets include changes I have
suggested.

.36847

1.7946

1 find it necessary to charge some activities to other acco unts when budgeted
funds for these activities have been
used up.

- .22076

1.4388

Table 4
Behavior That Did Not Differ (Group 1 vs. Grou p 3)
I participate in preparing future budgets.
I investigate favorable as well as unfavorable budget variances for my unit.
I use the budget to plan activities in my unit.
I suggest changes in budget figures for my unit.
I use staff assistance in locating causes of budget variances.
I evaluate my subordinates by means of the budget.
I am required to trace the cause of budget variances to groups or individuals within my unit.
I have to shift figures relating to operations to reduce budget variances.
I use budgets to measure how efficiently my unit is operating.
My superiors listen to my opinion on budget matters.
I go to my superior for advice on how to achieve my budget.

mitment, and successful operation of a budgetary
system. Again, it generally is accepted that participation in budget affairs, especially in budget
preparation, helps to motivate personnel and leads
to a higher level of commitment to organizational
goals and, therefore, to a more successful budgetary operation. As indicated earlier, Group Three
supervisors showed a higher level of participation.
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The real
effectiveness of
budgets
depends on
how they
influence
human
behavior and
attitudes.

Other evidence also suggests that this group of su- asked concerning the role budgeting should play
pervisors may be better motivated and have a in the overall evaluation of industrial supervisors.
higher level of commitment. They were more like- An important part of the changing view concerns
ly to get involved personally in investigating bud- the increased emphasis that is being given to its
get variances; their budgets were not finalized un- human and social dimensions.
til they were personally satisfied with them; and,
Because accounting involves the setting of stanmore often, their new budgets included changes dards and the preparation of budgets and budget
which they suggested.
reports, accountants need to be aware of the beManagement is essentially a human activity. havioral and attitudinal implications of using budDespite the existence of sophisticated budgetary getary procedures for control and evaluation pursystems, individuals still run organizations. The poses. An effecti ve b u d get ary s yst em mu s t
idea that the emphasis placed on budgets as a provide information that assists supervisors and
measure of performance evaluation improves mo- their superiors in identifying those courses of activation and commitment may appear sound, but tion which are in the best interests of the organiit takes plenty of intelligent administration to suc- zation, and which encourage the implementation
ceed in practice. In general, supervisors concen- of those desired courses of action. Therefore, in
trate on the areas where their performance is mea- addition to possessing sufficient technical knowlsured and where their performance clearly affects edge in such areas as budgeting and cost behavior,
their rewards.
management accountants also must consider the
Using budgets as a pressure device by overem- motivations, attitudes, values, and behaviors of
phasizing meeting the budget in measuring perfor- the individuals within the organization.
mance appears to stifle some desirable supervisory
A budgetary system has performed inadequateactions. Administration of the budget should not ly whenever the operation of the system, the interbe rigid. Changed conditions warrant changes in pretation of the reports, or the manner in which
plans. Superiors should place the proper emphasis the reports are used motivates an individual to
on budgetary activities to instill a cost - conscious, take an action that is not in the best interest of the
cooperative attitude toward budgetary control in organization. Regardless of how sophisticated
supervisors. A skeptical supervisory attitude will budgetary systems become, their effectiveness ultifilter down within the unit, and may undermine mately depends upon how they influence human
organizational efficiency. The budget must receive behavior and attitudes.
respect but it must not prevent a supervisor from
Accountants can help management use their retaking prudent action.
ports more wisely and efficiently by preparing
Our findings also have implications for the them in a manner more conducive to achieving ormanagerial accountant. After a period when per- ganizational goals. The fact that accountants are
haps too much attention has been paid to the tech- not yet able to prepare the ideal performance reniques of budgeting in isolation from the organi- port increases the importance of understanding the
zation context, important questions are now being different ways the existing reports are used.
❑

MAP
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payable in cash. The Board was cautioned to be
sure that the method ofmeasurement is sufficiently objective and understandable.
For copies of these letters, or any other MAP
Committee comment letter, please write to Ms.
Harriet Wink at the NAA national office.

IFAC Issues Guidelines
The International Auditing Practices Committee
of the International Federation of Accountants
has issued two auditing guidelines and an exposure draft of a third.
Guideline 16, "Computer- Assisted Audit Techniques," provides guidance to the auditor when us-
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ing CART, particularly audit software and test
data. Guideline 17, "Related Parties," provides
guidance on procedures to be considered in obtaining sufficient appropriate audit evidence concerning
the existence of any transactions with related parties. The Guideline is premised on definitions and
requirements set forth in International Accounting
Standard 24, "Related Party Disclosures."
ED 23, "Going Concern," would, if adopted,
provide guidance to auditors on the procedures to
be considered when a question arises about an entity's ability to continue as a going concern. Comments will be accepted through March 31, 1985.
NAA is one of 89 professional accounting bodies from 6 5 cou ntries that con stitu te IF AC's
membership.
❑
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Do Accountants Make Good
Small Business Owners?
Yes, says this former CPA firm manager turned company president.
They learn the basic survival skills in their core college curriculum
and possess the drive, ada ptability, and financial expertise
necessa ry to succeed in business.

By Joanne L. Stock dale

Many times in the last eight years I have spoken
at seminars sponsored by the Small Business Administration (SBA) for individuals who want to
start their own businesses. At each session, several
current or retired business owners told horror stories about going into business for themselves and
how tough it was to make it. Then a banker, a
lawyer, an insurance specialist, and an accountant
would talk about legal, financial, and record -keeping matters. The seminar usually would conclude
with an SBA official citing a startling statistic
such as: "For every 100 new businesses started today, only three or four will still be in business five
years from now."
I listened carefully to the other speakers talk
about the major reasons for business failures and
describe what basic survival skills were needed in
order to run a business and make it succeed. I
heard that a small business owner needs a working knowledge of basic record keeping; financial
and personnel management; market analysis;
breakeven analysis; federal, state and local taxes;
legal structures; and communications. I realized
then that most of these subjects were part of the
core curriculum for a bachelor's degree in acMANAGEMENT ACCOUNTING /NOVEMBER 1984

counting and that accountants probably would be
good business owners because they knew the
basics.
Suddenly it was my turn to consider owning a
business. In January 1983, my doctor told me that
my days as an accountant sitting at my desk for
long hours using an adding machine were over. I
had had back surgery, and it was just partially
successful. I concluded that my only career alternative to unemployment or disability might be to
purchase a business. I reasoned that if I were the
owner and boss, I could control my working conditions, including the number of hours and days I
actually had to be in the office. The three questions I needed to answer before plunging into
business ownership, however, were: Do accountants make good small business owners? How do I
find a small business to purchase? How can I finance my small business?
I'm defining "small business" as any business
with sales of $5 million or less and up to 25 employees. I'm talking about the basic "mom and
pop" businesses located in every city and town
across the United States. Although this definition
of a small business might seem too small to the
entrepreneur featured in a trendy business magazine or to the venture capitalist on Wall Street,
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How She Did It
Joanne Stockdale purchased Northern Iowa Die Casting, Inc., a
custom zinc die casting company, in January 1984. She had been
toying with the idea of owning her own business for about a year,
especially when her health problems developed. Her extremely supportive lawyer husband, Ned Alan Stockdale, talked her into the
purchase, telling her he had full confidence in her ability to run her
own business. A former manager with the accounting firm of
McGladrey, Hendrickson & Pullen, she had been with the company for nine years and was a strong candidate for partner. After her
back surgery, however, she realized her days as an accountant were
numbered, so reluctantly she searched for a different career.
In September 1983, a friend and fellow NAA member, who was
trust officer for the estate of a business owner who had died and
whose children didn't want to run the business, told her about
Northern Iowa Die Casting and what a good opportunity it would
be for her. She accepted the challenge. She obtained a Small Business Administration loan direct and even borrowed the down payment from a local banker who believed in the purchase —so her
business was 100% debt financed. "After being off work for a year
and a half, my assets were gone," she says, yet because her husband
had steady income she wouldn't have to draw income from a business immediately.
When she took over the company, she met with the employees,
reassuring them: "I'm not a rich lawyer's wife from Fort Dodge out
for a fling." She really wanted to run the business, and the story, so
far, has a happy ending. Profits and sales have fluctuated, she says,
but the business is turning around. The company had seven employees when she bought it —all stayed —and now it has eight. They
told her they were delighted with the situation because she had no
plans to relocate the business —even though it's in Milford, Iowa,
100 miles from her home in Fort Dodge —so their jobs were secure.
Although she didn't even know what zinc die casting was when
she bought the company, she learned quickly. Her first sales call
was successful, "but my next 50 got nowhere," she laughs. So she
attended several seminars on the die casting business and was the
first woman to take a course from the Society of Die Casting Engineers' Triton College in Chicago. Now she handles the sales side of
the business and her operating manager —who has been with the
company 30 years, who is 61, and who has no plans to retire —and
other employees run the plant. That way she doesn't have to be in
the office every day and she can rest as necessary.
Mrs. Stockdale's advice to potential business owners is to be flexible and not rule out any possibilities for business ventures. She also
reemphasizes not mixing money with friends and relatives. She is
sole owner —her husband is not involved in any way— which, because of her CPA experience, suits her just fine. She says she has
seen too many partnerships dissolve so she didn't want that risk.
She also chuckles: a recent newspaper article quoted the SBA as
saying that the number one cause of small business failure now was
spousal intervention.
Networking is also important, she notes, especially for women.
Back in 1975 when women's networking wasn't fashionable, Joanne
Stockdale started a women's professional breakfast club in Des
Moines, which is still growing. After relocating she started one in
Fort Dodge, which also is successful.

this is the size of a business within reach of the
"average" entrepreneur, including me. Perhaps
sharing my experiences will benefit those of you
who want to strike out on your own.
Finding the Right Business
For health reasons, I wanted to purchase an existing business. I recommend this to you, too, unless you have a unique product or process.
First I made a list of my requirements for purchasing a business. I attempted to be flexible. I
wanted to purchase a small manufacturing company, but I also considered other opportunities,
including a retail franchise. Other restrictions
were purchase price, location, and confidentiality.
I never considered lack of knowledge about the
product or service a restriction. I wanted an opportunity to consider and then reject all options.
Setting a purchase price range was difficult. An
operating company with a good financial history
and a bright future can carry more debt than a
questionable company with flat earnings or losses.
I set a purchase price range for myself about three
times greater than I could reasonably expect to finance under normal credit conditions. My range
also was as low as zero capital input in case I
could find a purchase that was 100% debt financed —which I did.
My spouse's career affected my location options. He's a lawyer with an established practice,
so moving was out of the question. If you have
location restrictions, questions you should ask
that will give you more flexibility are: What role
will I play in management, and can it be accomplished from a distance? Can I operate a branch
or sales office in my current location? Can the
business be moved to me? If you have no location
restrictions, your chances of finding the right
business at the right price are greatly increased.
Confidentiality about the fact that you are
searching for a business restricts the sources you
can use to find your purchase. Real estate companies, business brokerage firms, and newspaper and
trade publication ads may be your only choices.
These sources often require some sort of fee,
which, even if paid by the seller, increases the purchase price. Another problem is that the "good
buys" rarely reach these sources. Often the well managed profit - making ventures available for sale
to outsiders are purchased by employees, lawyers,
suppliers, or competitors before the news hits the
streets that the business even was for sale. I recommend locating a business through a "business
search network." This network is composed of individuals who may have inside knowledge that a
business is or might be for sale.
Developing Sources
Begin with other accountants. I found the com-
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pany I eventually purchased through a source
within my local NAA chapter. When I began discussing my goals with other management accountants, I was surprised and pleased at the number
of useful suggestions I received. Now that I have
made my purchase, many other fellow members
are considering buying a business.
CPAs also are an excellent source because often
they are the first to know if a current owner is
considering a sale. You should be aware, however,
that they will try to protect their own turf. They
will try to find a purchaser who will continue to
retain their firm as the outside accountants. If a
CPA suspects that your loyalties are to another
accounting firm or that you may consider relocating the business, he probably will not share the
good opportunities with you.
Bankers, especially trust officers, are a nontraditional source of leads. A trust officer might be
the executor of an estate or the advisor of a trust
that includes a small business. Most trust officers
seem nervous about managing a company because
of the tedious day -to -day decisions that must be
made and the potential fiduciary liabilities. This
reluctance usually means that the business will be
for sale as quickly as the trust officer can arrange
it. Commercial loan officers also know what local
businesses are available or will be in the future.
Don't forget your local chamber of commerce
or business development commissions. Also contact attorneys, especially those with commercial
or estate practices.
Local and state SBA officials often are involved
in distress sales. Two of the best business bargains
I ever ran across were SBA repossessions. Although confidentiality is a problem, SBA officials
can give your name to the current owner as a potential buyer. Also, SBA officials will know which
businesses are for sale in other parts of the country. In smaller communities located in less populated states, the SBA sometimes will have difficulty locating a buyer for a repossessed business with
a bright future even if it can be purchased for the
right price.
My last suggested source is your current employer and its business relationships. Sometimes
even a branch of a Fortune 500 company will set
up and finance a supplier company in order to ensure timely delivery of a quality product. Review
your company's list of current suppliers and customers. Are there any current owners reaching retirement age with no heir apparent? Many times
small business owners have most of their net
worth tied up in the business and must sell when
they retire. They welcome an opportunity to plan
for the orderly sale of their prized possession, and
they are interested in the continuity of the company for the sake of current employees.
Finally, be patient. Allow one, two, or even
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three years for the search. In the meantime, put
your own personal finances in order. Regularly remind your network that you are still interested.
Continue to expand your network to any other
persons or professions you consider a good source
of inside leads.
Financing the Business
Creative financing begins with an offer to purchase the business. The current owner may be
willing to sell his business on contract at an interest rate lower than your local lending institution
offers. You may want to purchase operating assets
only and lease the land, buildings, or equipment.
If the fixed assets are an integral part of the operation and replacement of them would be very expensive or impossible, a future purchase option at
a specified price will be needed. Allocation of the
purchase price to assets with fast tax write -offs or
ones that create investment tax credits also is important to the buyer. These write -offs and credits
may cause income tax refunds, which become the
original equity capital needed for the purchase. If
the seller is not interested in anything but cash,
you need to find traditional financing. Make sure
your offer to purchase allows you plenty of time
to find acceptable financing at an acceptable rate
of interest with reasonable repayment terms.
The last source of financing you should seek is
the lending institution because once the banker
says no, he rarely changes his mind. Because bank
financing is probably your most important source
of short-term debt, approach the banker after you
are well organized and have your other sources of
debt and equity lined up. Most bankers require
complete historical financial statements and three
years of income and expense projections.
The financing packages available directly from
the SBA or in cooperation with your local bank
change as new laws or regulations go into effect.
Currently there are special packages for individuals who are handicapped, who are a specified minority, or who plan to purchase capital equipment
that will create new jobs. It is best to correspond
directly with local and state SBA offices because
even local banks that make SBA loans aren't
aware of some program changes.
Most states run a business development credit
corporation. These nonprofit organizations have
been set up to help new businesses find low interest loans or to help a new business place a loan
that is considered difficult because the business
has been denied credit from traditional lending
sources. You can contact this corporation through
a state's development commission or through the
local SBA office.
Communities also run their own development
commissions, which have been set up to encourage businesses to move to or stay in that particular

Use a 'business
search
network' to
help you find
'your'
company.
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❑

When 1 was in college, I often heard that mathematically inclined
students had several options for a career path. The studious individuals majored in engineering or accounting. The gregarious, wellrounded individuals majored in business administration or marketing. Were these statements true, or were they said so many times
that we accountants began to believe them?
Since 1972 1 have met and worked with hundreds of other accountants. Most of them do not fit the green eyeshade and green
armband stereotype. More important, besides being good students
in most subjects, these accountants possess more drive, a higherlevel thinking ability, and better communication skills than other
business majors or business owners I have met. They tend to learn
and adapt to new technical knowledge easily. For example, what
department of a large corporation do you think was the first to
computerize and with the least amount of personnel resistance?
Several friends who have started or purchased their own businesses have told me that they really didn't realize what they were
getting into when they became business owners. The one thing they
had in common was the long hours they worked. But these friends
also lacked general business skills, especially accounting. Record
keeping can become a nightmare for the uniformed and inexperienced, even if a fulltime bookkeeper is hired or an outside bookkeeping service is used. Financial statements, government regulations, and tax laws appear to create an insurmountable backlog of
paperwork.
To an accountant who has waded through his fair share of APBs,
and FASs, and tax codes, however, this sea of paperwork is commonplace and handled easily. Even a small business's bookkeeping
is so routine and simple that the accountant /owner probably can
do it all by himself in one day a month and save himself the expense
of a bookkeeper. If the business begins to have financial difficulties,
the accountant has the skills to interpret the timely prepared financial statements and make the appropriate adjustments in the business's operations before the situation becomes critical,
I also think bankers like to lend money to accountants. Bankers
know that these borrowers will understand the terms "cash flow"
and "debt service" and make their jobs easier. Former owners have
confidence selling to accountants because, whether deserved or not,
accountants usually are perceived as more conservative and stable
than the general public.
All four accountants with whom I am acquainted who have
started or purchased a small business outside the accounting field
are what I consider successful. I realize that my personal experiences are not scientific proof that accountants make good small
business owners, but the more articles I read in business publications about the qualities needed for successful business ownership,
the more I can think of no other professionals better qualified.

community. Although many of these commissions
do not have lending capabilities, these local business leaders may be useful to have on your side
when you are trying to convince a local banker to
lend you money. In addition, there are many pri58

ness owners.
Even look at your own business as a source of
financing. Can unnecessary fixed assets be sold to
yield needed capital? Can the land and buildings
be sold to someone else and leased back at favor able terms?
For equity financing, I have assumed that you
do not have enough cash or marketable securities
for the down payment. You can take a second
mortgage on your personal residence, but this
move is very risky because of current high interest
rates and the probability that your new business
may not be able to pay you a salary adequate to
service your new personal debt. A good source of
capital is your employer's profit sharing or pen sion plan. You also can withdraw your IRAs pre maturely, even if there is a 10% tax penalty. Do
you have any cash surrender value in your whole
life insurance policies, or do you have other investment properties that can be sold?
I do not recommend obtaining equity financing
from partners, friends, or family. Finding a partner that shares your goals and beliefs often is difficult. You will not know whether you can work
and agree with each other until you try it. If you
do decide to get a partner, make sure that you
have a formal buy -sell agreement to handle the
dissolution of the partnership if a conflict or an
emergency arises.
Friends, family, and money usually do not mix.
Of course, a family arrangement can work well if
everything goes well, but I have seen several cases
in which parents thought they were all set for retirement only to be financially wiped out because
they co- signed on a child's loan and the child
could not make the payments.
If business ownership is your personal goal and
you do not have any equity, put your plans on
hold. Then spend the next four or five years trying
to save and create the needed capital for your
business.
Looking to the Future
I predict that accountants will begin to purchase small businesses in record numbers with a
high rate of success. We have the survival skills
needed to succeed in business ownership and the
creativity and knowledge to search out and finance a good business purchase. I thoroughly enjoy owning a business, and I hope other manage ment accountants will have the opportunity and
pleasure of operating their own businesses some day. Do I think accountants make good small
business owners? YES.
❑

Why Accountants Make Good
Small Business Owners

vate for -profit organizations, such as the International Center For Entrepreneurs, Inc., located in
Indianapolis, Ind., that sponsor seminars that
bring together bankers, venture capital firms, and
other financing organizations with potential busi-
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Estimating Accounting
Reserves with
Quantitative Methods
Accurate forecasting of warranty adjustments
not only could aid management in decision making,
but would also track improvements in tire quality.

By Gene L. Smith and Thomas J. O'Larnic
FAS No. 5, "Accounting for Contingencies," stipulates that possible losses from contingencies must
be charged to income if: information indicates
that it is probable that a liability has been incurred, and the amount of the loss can be reasonably estimated. The issue before the management
accountant then is one of how to estimate reasonably the dollar impact of a contingency. To provide guidance in this area we would like to share
the findings of our study on the application of
quantitative methods (QM) to the reserve setting
function.
We in the controller's area of the B.F.Goodrich
Tire Group are constantly faced with the challenge of making sound estimates. One such estimate is for product warranties, the focal point of
this study. BFG warrants its tires against defective workmanship. While we continuously strive
for zero defects, a very small percentage do become adjustable based upon defined performance
and usage parameters. Therefore, the sale of warranted tires creates a loss contingency. However,
the timing, number, and cost of these future adjustments are uncertain. Because we recognize
that a liability for adjustments exists and because
MANAGEMENTACCOUNTING/NOVEMBER
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estimates can be made based on BFG and industry data, technological advancements, management judgment, etc., FAS No. 5 requires a charge
to income. Our research to date has concentrated
on forecasting units to be adjusted.
The determination of future adjustment costs is
critical. They must be estimated as exactly as reasonably permissible. As management accountants,
our mission is to reflect properly each year's operations, both current and future. Because BFG's
senior executives rely heavily on the financial
numbers we develop, reporting errors could significantly impact their decisions. There must be a
proper matching of revenues and expenses (warranty expense and sales in our case). The importance of properly reflecting the warranty expense,
however, goes beyond the reporting aspect. Monitoring adjustment activity allows us to determine
whether or not our products' quality is improving.
If so, product prices and warranties can be favorably adjusted allowing us to achieve a competitive
advantage over our competition.
At the beginning of this study we conceptualized our thinking:
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Hypothesis: By identifying and then projecting
unit adjustment trends, by commod59
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ity, coupled with management discretion, units to be adjusted are reasonably forecastable.
Objective: To assist management in adequately
maintaining the warranty expense reserve by developing a model which
will indicate, within defined confidence intervals, the number of units
we expect to adjust.
The initial phase of this study involved a review
of the literature to see what methodologies were
presently being used in industry, proposed for use,
or potentially applicable in setting reserve requirements. Our research indicated that relatively little
has been written on developing accounting reserve
estimates. On the other hand, many articles were
uncovered on macro applications (i.e., forecasting
total sales). Interestingly, roughly half of the relevant articles we found were located in the statistics journal, Decision Sciences. Surprisingly, few
articles were found in such renowned accounting
periodicals as the Accounting Review, The Journal
of Accountancy, and indeed, MANAGEMENT
ACCOUNTING. The articles found tended to be
written by statisticians for statisticians, infrequently referring specifically to reserve accounting. In light of our findings, we saw the need to
share our research with the management accounting community.
The Quantitative Approach
Quantitative methods are mathematical approaches helpful in solving business problems.
QM can be applied when four conditions exist:
• There is information about the past,
• This information can be quantified,
• It can be assumed that pattern(s) of the past
will continue into the future, and
• A corporate atmosphere conducive to applying
such models exists.
No matter which quantitative method is consid-

ered, each attempts to fit a line through a set of
data points, a time series, so an estimate can be
made. The difference between the major QMs are
summarized below in Table 1.
Table 1 compares the four basic methodologies,
time series, Box- Jenkins, regression, and probability as to underlying theory, statistical rigor, ease
of understanding, cost, and major weakness. It is
easy to see why time series models are popular.
To clarify the topic, we summarize each of the
four methods and our experience in attempting to
apply them. The reviews are not those of a statistician but of a management accountant with limited
statistics exposure.
The most recognized time series method is the
simple average; we all use it. Its low cost, ease of
understanding, and speed of adoption make it appealing. Next year's expense will be the average of
the last three years, for example. To calculate this
estimate, simply add three numbers together and
divide by three. You do not even need a pocket
calculator. Two major drawbacks are:
1. They forecast variable Y based on variable Y. In
equation form future warranty expense is a
function of past warranty expense. If warranty
expense is designated as Y then, Y = f(Y). Unless we are selling the same number and mix of
units each year, taking a simple average of warranty expense to forecast warranty expense
would be questionable. Because we do sell
varying amounts and mixes of tires from year
to year it would seem necessary to somehow
get these factors into our equation. Time series
models do not allow us to do this.
2. The projections tend to lag trends. This is clearly seen below. Both time series have the same
four -period average although vastly divergent
trend patterns are apparent:
Time Series
50,60,70,80
80,70,60,50

Average

65
65

Tabl e 1
Comparison of Methods Examined
Time series

60

Box- Jenkins

Regression

Probability

Relatively unsophisticated

Very sophisticated

Sophisticated

Moderate

Statistics

Not rigorous

Very rigorous

Rigorous

Moderate

Understanding

Easiest

Most difficult

Coat

Lowest

Highest

High

Moderate

Major weakness

Disregard for causal
relationships

Comprehension

Trial and error
process to discover
equation

Extensive data
requirements

Difficult

Theory

Moderate
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The only way to overcome the first drawback is
to use another quantitative method. There are
ways to overcome the second drawback. There are
numerous other adjustments also that could be
made to the time series analysis. All of these adjustment techniques involve a higher level of statistical proficiency and, consequently, diminish
the appeal of time series techniques.
Box - Jenkins (BJ) techniques are procedures
that systematically apply numerous time series
models to a series and determine which method
provides the best fit. These methods are quite
complex. BJ systematically considers stationary
and nonstationary time series, autocorrelation,
backshift operator, differences, and general models. Through an iterative process BJ eliminates
models until the most appropriate one remains.
The traditional process is trial and error requiring
extensive statistical background. Box - Jenkins does
not eliminate the Y =f(Y) drawback. This methodology requires a solid statistical background
and an extensive data base. Our warranty expense
history was insufficient for BJ analysis.
What if you discovered another variable(s), unit
sales (A) for example, whose movements were a
precursor of warranty expense outlays? Regression, or causal, techniques would allow you to
take advantage of this situation. Time series models estimate a variable based on its own past behavior. Regression attempts to uncover independent variables which can be used to estimate the
variable under consideration. In notation form:
Time series estimate for Y = f(Y); whereas
Regression estimate for Y = f(A,B,C,X, .. ).
A disadvantage until recently is the necessity to
use a computer to do any kind of in -depth regression analysis. The computations required are tedious and are impractical on a manual basis. Perhaps this problem explains, in part, the popularity
of the less computationally involved time series
techniques. With the advent of high powered, low
cost computer systems, and statistical packages,
regression techniques are more easily applied.
The advantage of regression techniques lies in
their use of other variable(s) to forecast our variable of interest. For example, we may discover
that as the average tire builder's experience increases, the number of adjustments decrease. If so
we would attempt to include a variable for experience in our equation. There is no limit to the number of variables we can add to the equation. Regression formulas take the following form:
Y = b + m , X , + m 3 X3 + . . . + e
where Y = our variable of interest,
dependent variable
X = predictive variables, independent
va r i a b l e s
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in = slope of the line
b = Y- intercept
e =error term
You should recognize this equation as an extention of the familiar line formula Y =mx +b.
The form of our data precluded us from using
regression analysis to advantage. Available data
consists of units adjusted in a particular quarter
by quarter of manufacture, sales, and production
units. Because adjustments in the second quarter
of 1982, for example, would result from production and sales of prior quarters, there is nothing to
regress adjustment units against. Ideally, we
would regress adjustment units against total adjustable units (units sold less those adjusted less
those scrapped or no longer in use). We have yet
to quantify total adjustable units.
The remaining technique is probability analysis
which we were able to successfully apply. Unlike
time series and regression techniques, probabilistic models develop estimates based on stating
changes in data patterns in probabilities. Probability analysis overcomes one of the drawbacks of
time series analysis because, similar to regression
analysis, forecasts are based on more than the
variable in question. In our case, unit adjustments
as a percent of units manufactured.
Table 2
Comparing Current and Proposed
Unit Adjustment Estimates
Commodity
Pas se ng er
Truc k

OTR
Farm
To tal

Percent of 1982
Estimated to actual unit adjustments'
Exlstin9
Error'
Probabillty

Error

118.9%
67.2
57.5
40.3
100.4

2.9
1.7
2.5
19.4
26.5

18.9
32.8
42.5
59.7
153.9

102.9%
98.3
97.5
119.4
101.7

'Absolute difference from 100.0°%

Our records allow us to determine when a unit
is adjusted. Also, each tire is coded by time and
place of manufacture. We can then develop a ratio
between units adjusted and units manufactured by
year of manufacturer. A rate of change is determined between years, and an average taken. The
average rate of change is used to extend the actual
rates into the future. When these future rates were
multiplied by production units we developed the
units we expect to adjust by year, for passenger,
truck, OTR, and farm tires. The hypothetical resul ts for 19 8 2 are enl i gh t en i n g as Tab l e 2
illustrates.
Probability Analysis Wins
Notice that in total the existing method outper61

Warranty
decisions based
on inaccurate
data could lead
to marketing
errors.

62

formed the proposed one in estimating total units
to be adjusted. However, note the discrepancies in
the individual commodities. The existing method
loaded more of its total 1982 estimate in the lower
cost passenger commodity, thus understating the
higher cost truck, OTR, and farm units. The overall result is an underestimation of total cost. Note
that except for the farm commodity, the probability method was within +/- 3% of accurately forecasting commodity adjustment units. The existing
method, which was virtually perfect in estimating
total adjustment units, forecasted poorly by commodity. Because we need adjustment information
at lower than the total level, our existing method
leaves much to be desired. Another significant
revelation from Table 2 is the impression obtained
relative to product performance. If the misestimates for 1982 are ext ended to fu ture years,
which is highly probable, because the same procedure is used, passenger tire performance will look
worse while the other commodities will appear to
be of better quality. If pricing and /or warranty
decisions are made based on this data, serious errors could be made relative to the marketplace.
Probability analysis appears best suited to the
task for estimating units to be adjusted. It overcomes the limitations of time series analysis in
that it considers a variable other than unit adjustments. Probability analysis allows inclusion of the
unit production factor without the painstaking trial and error process of identifying total adjustable
units required in regression analysis. And, finally,
probability analysis affords a mathematical logic
superior to the existing method which equates total unit adjustments in a year with total unit sales
of that same year.
A cost/benefit analysis need only be performed

on the probability analysis because it emerged as
the model best suited to our needs. It is obvious
that significant benefits accrue from more accurate and mathematically sound forecasting techniques —more accurate estimates and more justifiab l e res e rve b al a n ces b ei n g t wo p ri n ci p al
examples. However, these benefits are difficult, if
not impossible, to attach a dollar amount to. In
light of this fact, we could approach the cost/benefit analysis from the cost side and show that because the costs are minimal the recognized, yet
not easily quantifiable, benefits far exceed the attendant costs.
The model has already been developed, approximately 1/2 man -year of time was spent. The costs
of the development phase are sunk costs which
have no bearing on our present analysis. Therefore, all that is necessary is to maintain the system. This is a relatively simple task involving a
monthly and year -end inputing of the year's updated unit production forecast and a running of
four analyses. In all, the analysis requires approximately 14 man -days and $120 in computer time
per year, a rather modest investment.
We are still in the transitional stages. Probability analysis will be used along with the existing
procedure in the short term as a comparative testing technique. Quantitative methods are being applied to other reserves as well. Perhaps the success
we have found with quantitative methods will encourage you to look into the merits of application
at your organization. Or, if you are already using
these techniques, perhaps you will be more inclined to share your experiences with other management accountants. In this way we can promote
the integrity of the profession while we are more
efficiently discharging our responsibilities.
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NAA RESEARCH REPORT

Increasing Productivity
in the United States
NAA is publishing a new book, Increasing Productivity in the United States. The authors are Harold
E. Arnett, professor ofaccounting, University of
Michigan, and Neill R. Schmeichel, executive vice
president, finance, National Tel Data Corporation.
This new publication can be purchased by writing
or calling Special Order Dept., NAA, 10 Paragon
Drive, P.O. Box 433, Montvale, NJ 07645. Telephone (201) 573 -9000. Here is a summary of the
publication.

By Harold E. Arnett
Literally scores of causes for declining productivity have been cited. Some place blame almost entirely on the federal government, while others assert t h at go vern men t h as l i t t l e t o d o wi t h
productivity declines. Some writers feel that there
is one significant cause, while others feel there are
a number of individually less significant causes.
Some feel salvation will come primarily at the
macro level, while others believe the problems exist primarily at the firm or plant level, and that
solutions must first be found at that level. Some
feel the problems are basically social because their
roots lie in people's value systems. Some blame
management for productivity declines, while others blame a deterioration in the work ethic. Others
place the blame primarily on the educational system. Yet other writers feel the causes are basically
external to the United States —for example, the
energy crisis.
Although not an ideal approach, on balance we
probably wouldn't lose if we attacked some or all
the individual problems individually, regardless of
whether each is major or minor. Any improvements in any of them are likely to improve productivity to some degree. There are probably few
instances where an individual, group, firm, industry, or the nation as a whole cannot improve existing conditions, and continuous evaluation and reeval u at i o n are neces s ary for co n t i n u i n g
advancements. The nature of the total environment ensures that regression follows the cessation
of advancement; i.e., it is not possible to maintain
the status quo, to stabilize at any position.
Ideally, however, a basic philosophy is needed
to which we must dedicate ourselves, and which
must be followed consistently, if all the problems
are to be solved. Even though we stated that atMANAGEMENT ACCOUNTING /NOVEMBER 1984

tacking problems individually would likely result
in some net advancement in improving productivity, from an ideal viewpoint we should approach
them all from the vantage point of a basic philosophy, a set of ideals. To attack each of a multitude
of problems individually without reference to such
a basic unifying philosophy for guidance will very
likely result in some, perhaps many, inconsistent
and counterproductive solutions. Even if there is
some net advancement, productivity is not likely
to be maximized.
We don't need to develop that basic philosophy.
We accept that the basic societal philosophy in the
United States is democracy, and from that stems a
basic concern for the preservation of individual
rights. This philosophy is consistent with our heritage and traditions. Thus, the basic hypothesis
here is that either we are not developing policies
and procedures consistent with our philosophy, or
we are not following them. In a word, the "how,"
"where," and "how much" to increase productivity are primarily political, not economic, issues.
In this overview of our book, it is impossible to
present all of the empirical data compiled, analyses made, and thought processes followed to arrive at conclusions reached. Here we present only
the major conclusions.
Representative Democracy
Two basic assumptions underlie representative
democracy. First, people want power divided such
that no one individual, or small group of individuals, can control all, or any significant portion, of
it. This means that economic institutions (business
and others) must be separated from the state as
surely as must be the press, churches, and universities. It is the desire that power be divided among
individuals which makes democracy and capitalism (free market system) necessary.
Second, people generally, and basically, are
moral, ethical, and rational. It is doubtful if any
society could last long if this were not true; certainly a representative democracy could not. In
other words, it is this assumption which makes democracy and capitalism possible. This does not
mean that every individual is moral, ethical, and
rational, of course. The system can survive and
prosper with a little bit of larceny in the hearts of
many, and a great deal of larceny in the hearts of
few. But it cannot survive with a great deal of lar63

ceny in the hearts of many.
From these basic assumptions, four essential
principles flow:
First, the state is not society. Society and the
state are two different entities, even though
th ei r memb ers may b e t he s ame and even
though they may intermesh with each other
intimately...
Second, liberty is a negative, not a positive,
concept... The negative concept teaches us
that liberty is freedom from coercion, not power over desires or desired resources. It includes
the freedom to seek the satisfaction of one's
wants, subject to the like freedom of others, but
not the power to command that satisfaction...
Third, the only form of equity which may be
sought by the state is equality before the law.
With equity before the law, the goddess of justice is rightly depicted as blind as she holds the
scales evenly; blind because she is no respecter
of persons. To her, all—rich or poor, strong or
weak, high or low —come for equal
protection...
Fourth, the state may not command, direct,
control, or regulate the economic activity of
the people, except where it can be convincingly
shown that s uch a measure is an essential
means of preventing the people from encroachin g up o n each o t h er's li b erty o f ri ght fu l
property... 1
A number of subtenets flow from these four basic
principles. These are not stated in any particular
order of importance, because there is none. They
are all equally important if representative democracy and a free market economy are to be nourished and preserved:
1. Primary emphasis is placed on individuals and
their rights and responsibilities. Government's
primary function, in addition to protecting individuals generally, is to see that the rights are
preserved and the responsibilities fulfilled.
2. The institutions and systems designed and developed by governments to carry out their legitimate functions, as well as those developed
by businesses, nonbusiness organizations, and
all others, must be based on the assumption
that most people are moral, ethical, and rational; and the procedures in the systems should
encourage, promote, and sustain moral, ethical, and rational behavior, not work at cross
purposes with them.
3. From a societal viewpoint there cannot be any
hierarchical structure of rights. Certainly each
individual can decide which rights are of greatest importance to him or her, but to society, as
a whole, all rights are equal. The right to vote
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is equal to the right to worship as one pleases.
Property rights are equal to these, and so on.
4. In terms of abilities, there is nearly an unlimited amount of variation between individuals.
Such differences must be recognized and promoted, not thwarted by an unrealistic assumption of egalitarianism.
5. Fairness is a nonoperational concept except in
the sense that if rights are preserved and responsibilities fulfilled, what results is fair.
Support for a free market economy —the free
enterprise system —flows naturally and logically
from these tenets and subtenets of representative
democracy. Capitalism, or the free market system,
is a system of voluntary relationships where each
individual seeks to maximize his or her own economic self- interest. But we can do this only by reacting with others having the same purpose. The
force to treat others with respect is compelling, for
if we don't, ultimately we must be driven from the
market.
This does not mean that individuals cannot cooperate in ventures, of course. Without social cooperation, many worthwhile objectives could not
be attained. It does mean that objectives, and the
procedures to attain them, must remain within the
tenets of democracy and the dictates of a free market economy.
Decreasing productivity in the United States
has resulted because we do not have a free market
economy and have not had one for many years.
Or, at least, the dictates of the free market economy have been consistently, and devastatingly,
eroded or eliminated during the past five decades,
with the ultimate consequence being a severe decrease in productivity.
Over the years we have sacrificed a great deal of
our free market economy on the altar of short-run
expediency, and have allowed the evolution of a
political and economic system antithetical to an
economic philosophy that would be consistent
with our basic representative democracy. This, in
large part, has resulted in a serious decline in productivity growth. To turn the situation around,
consequently, we must embrace the philosophy of
a free market economy and alter the system to
support such a philosophy.
To maximize productivity in the United States,
we must adopt a long -range outlook, which means
we must be willing to accept the short-run political, economic, and sociological consequences of
representative democracies. Otherwise, the system
won't work. It must be flexible enough to adjust
to the disequilibriums that arise in complex societies. Second, we must accept the consequences of
the free enterprise system as being fair.
'These ideas were quoted from Arthur Shenfield, "A Durable Free Society: Utopian
Dream or Realistic Goal," /mprimus. Vol. 12, No. 3, March 1983, p. 3.
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16-4 A
Seventy -two percent of the respondents used their word processing package for individual letters; some also
mentioned they used it for form letters
and preparing materials for procedures
manuals. The respondents' word processing packages appeared to have most
of the standard features: Allows documents wider than the screen (76 %); Has
proportional spacing capabilities (76 %);
Merges letters with mailing lists (75 %);
Capability to check spelling (54 %).
The ability to print one document
while edi ting anot her, and built -in
mathematical functions for simple calculations were the two features not offered on many of the respondents' word
processing packages.

General Accounting Software
Packages
As previously mentioned, only 37%
of respondents had general accounting
software packages. BPI - General Accounting was the leading package used
by most of the respondents. Most indicated the reason for purchasing their
general accounting software package
was to replace their manual system.
Overall, the respondents were satisfied with the general accounting software package they selected. Most packages offered man y of t h e s t and ard
features, for example, the ability to: Prepare income statements (91 %); Prepare
statements (86 %); Prepare trial balances (84 %); Do integrated postings
(72 %); Do accounts payable (68 %); Do
payroll (67 %); Do accounts receivable

Thirty -six percent of the respondents
had graphic software packages, and the
leading package used by most of the respondents was Lotus 1 -2 -3. The financial sector, which includes banks, insurance companies, real estate firms, and
security brokerage firms used graphics
soft ware packages most freq uent ly.
More than 80% used th eir grap hics
package for preparing illustrations in reports and documents, and 74% used it
for preparin g grap hs and ch art s for
company presentations. The respondents indicated that it takes less than
one hour to produce a chart from start
to finish. Forty percent of the respondents indicated th at th ey us e t h ei r
graphics software package no more than
once a month, and some of the larger
firms use it weekly.
Overall, the respondents were satisfied with the graphics package they selected; however, they were relatively
new users of this type of software and
have not totally familiarized themselves
with its operation.
The respondents appeared to have
many of the standard features offered
on most graphic packages, which include: The ability to create bar charts
(88 %); The ability to create pie charts
(82 %); Full -color graphics capabilities
(75 %); The ability to interface with other programs (e.g., spreadsheets) (71%);

Characteristics of the Respondents

transportable, which means it can be
moved from one type of hardware to another. As software becomes interactive,
be handling the basic data entry. Rather than running 24 hours a
day, seven days a week, major computer
installations essentially will be run during working hours only. Consequently,
what has been done in 24 hours will

now be done in eight hours. This will, at
a minimum,
the requirement for
co mp ut at io nal po wer! As hard ware
costs go down, firms are likely to acquire more powerful computers, so today's software must be readily transportable
from
one
mainframe
generation to the next.
❑

will

18-4.4
software has not been designed to cope
with that change, it quickly becomes
obsolete.
In the future, software also must be

The ability to perform statistical functions (e.g., mean, median, standard deviation) (44 %).
Three - dimensional graphics capabilities and free -form drawings with light
pen, mouse, or a digitizer pad were the
only two features not offered on most of
th e resp on dent s' grap hi cs s oftware
packages.

Graphics Software Packages

users

Computers
and
Accounting

(66 %); Print checks (66 %); Detect errors (62 %); Do aging (55 %); Do,budgets and forecasts (54 %); Do inventory
(50 %).
The ability to do cash flow and depreciation are the only two features not offered on many of the respondents' general accounting software packages.
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Nearly 40% of the respondents were
from manufacturing firms (excluding
computer manufacturers), 14% were
from the service indust ry, and 12%
were from the financial sector, which
includes banking, insurance, real estate,
and securities. The respondents from
the manufacturing and the financial segments were from larger firms, having
more than 500 employees and annual
revenue in excess of $100MM. The participants from the service industry were
from smaller companies having under
100 employees and annual revenues between $1MM to 9.9MM. The majority
of respondents indicated that between
one and three persons on their clerical
staff, as well as on their management
staff, are trained to use the microcomputer, and both groups use it on a regular basis.
Most respond ents h ad IBM hardware: IBM PCs were mentioned most
often followed by IBM PC XTs. Many
had b etween o ne and th ree disk ette
drives, and about 40% also had between
one and three hard diskette drives. The
models of printers mentioned most often were EPSON and Okidata. Modem
connectors were the type of peripheral
equipment mentioned most often, followed by CRTs.
❑

triple
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NAA Publishes New
MAP Statement
"Cost of Capital" is the newest Statement on Management Accounting
to be published by the NAA. Its reference number, 4A, identifies the
Statement as the first within the fourth principal category ofthe
Framework for Management Accounting (Practices and Techniques).
The complete text ofthe Statement follows these introductory comments. To order the SMA publication, see page 48.

T

HE STATEMENT IS A practical guide for understanding
and computing the cost of capital. It is intended to be a
working tool for the financial manager who desires either
basic familiarity with the subject or a review of its most salient aspects.
Judgment is required in determining the method of com-

Statement 2, "Management Accounting Terminology," climaxed a lengthy effort to bring together in one document a
compendium of terms and definitions that are especially significant to management accountants.

puting the cost of capital that is likely to be most useful. The
Statement defines the concept of cost of capital, discusses its
uses, and describes methods of calculation for various financing alternatives. For example, among the methods for
determining the cost of equity capital that are discussed are
historical rate of return, earnings /price ratio, dividend
growth model, capital asset pricing model, and bond yield
plus risk premium.
As indicated above, the Statement does not express a position in favor of any one technique, but rather points out alternatives and addresses their advantages and disadvantages. An annotated bibliography appended to the
Statement will be useful to anyone interested in further exploration of the subject.
Issuance of Statement 4A follows extensive efforts on the
part of the Subcommittee on MAP Statement Promulgation.
The Statement was approved for publication by the Management Accounting Practices (MAP) Committee.

T

P

RIOR SMAs ISSUED center on the first two categories of
the Framework for Management Accounting —Objectives
and Terminology.The first group comprises Statement 1A,
"Definition of Management Accounting;" 113, "Objectives
of Management Accounting;" and 1C, "Standards of Ethical Conduct for Management Accountants." Publication of
MANAGEMENT ACCOUNTING /NOVEMBER 1984

HE SUBCOMMITTEE HAS scheduled an extensive work
program. Among the projects that are either planned or in
progress are Measurement of Entity Economic Perfor-

mance; Allocation of Shared Service and Administrative
Costs; Allocation of Indirect Manufacturing Costs; Allocation of Interest Expense and the Cost of Capital; Definition
and Measurement of Direct Labor Cost; Measurement of
Profitability in Financial Service Industries; Decision Support Syste ms; Early Warni ng Systems; and Cash
Management.

R

ESPONSIBILITY FOR IDENTIFYING appropriate topics
and supervising the development of draft SMAs lies with the
Subcommittee on MAP Statement Promulgation. This
group generally meets five or six times a year to conduct indepth reviews of work -in- progress. When the Subcommittee
believes that a paper is ready for outside scrutiny, it submits
it to members of two advisory panels. One panel consists of
randomly sampled NAA chapter presidents or other chapter representatives. The second panel comprises individuals
who are nominated by other organizations having an inter-

est in accounting, such as the American Institute of CPAs
and the Financial Executives Institute. Both panel constitu67

encies are rotated regularly.
Panel members comment on a draft paper, and the Subcommittee conducts another review, taking those comments
into account. The resultant paper, as modified, represents
the Subcommittee's draft SMA for consideration by the
MAP Committee. The MAP Committee then can (1) approve issuance of the Statement, (2) approve it subject to
certain modifications, or (3) return it to the subcommittee
for further work.

B

ESIDESITSINVOLVEMENTin issuing statements of guidance for management accountants, the MAP Committee is
the entity within the NAA that determines and articulates
the Association's positions on financial accounting and reporting issues. In this primarily reactive role, the MAP
Committee deals with discussion documents and proposed
position documents released by standard - setting agencies
such as the Financial Accounting Standards Board, the Securities & Exchange Commission, and the International Accounting Standards Committee. The MAP Committee submits written comments to these groups in the name of the
NAA and, when the opportunities arise, testifies at public
hearings.
To enhance its effectiveness in this role, the Committee
maintains a continuing liaison with the FASB and the SEC.
A member of the FASB regularly attends MAP Committee
meetings to brief MAP members and to respond to questions. In addition, the Committee has been scheduling one
of its meetings each year at the Board's office in Stamford.
The SEC chief accountant regularly attends the MAP Com-

mittee meeting held in Washington, D.C., and MAP Committee members interact with key SEC staff on significant
issues.

T

OHELP KEEP IN TOUCH with the corporate community
on important topics of concern to financial executives, the
MAP Committee implemented, on a test basis, an idea conceived by past Committee Chairman John Chironna —the
Westchester /Fairfield Counties Accounting Roundtable. A
group of key financial people from companies located in the
New York and Connecticut counties met last June and
spent several fruitful hours discussing topics such as accounting for pensions and computer security. Because the
experiment was well received by participants, similar groups
in other geographic areas may be formed.

T

HE NAA'S DEDICATION to advancing the professionalism of management accounting is unswerving. Members of
the MAP Committee and its Subcommittee on MAP Statement Promulgation share that dedication. Despite the often
hectic schedules demanded of those in leadership positions,
these loyal NAA volunteers willingly work for the betterment of the Association, its membership, and the community-at- large.
Louis Bisgay, Director,
Management Accounting Practices

Statement on Management Accounting
No. 4A —Cost of Capital
In accordance with the charge to the Management Accounting Practices (MAP) Committee to issue statements on management accounting principles and practices, Statements on
Management Accounting are promulgated to reflect official
positions of the National Association of Accountants (NAA).
The work of the MAP Committee is based on a framework
for management accounting, whose principal categories are:
1. Objectives
2. Terminology
3. Concepts
4. Practices and Techniques
5. Management of Accounting Activities
Statement 4A, Cost of Capital, is the first in a series of Statements on Management Accounting dealing with specific areas
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of accounting and financial management. The Statement is
presented in the context of the "Framework for Management
Accounting" described above, within the category of Practices and Techniques.
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1. This Statement is intended to be a practical guide to understanding and computing the cost of capital. In keeping
with this goal, much of the theory behind various concepts has been omitted. A wealth of literature has appeared on this subject; it is partially referenced at the end
of this Statement. This Statement should be particularly
beneficial to those desiring a basic familiarity with the
subject or to those seeking a brief overview of its salient
aspects.
2. The reader will not find a standard formula that he or she
can apply to all problems. Several ways of computing and
using the cost of capital are discussed. This Statement
does not express a view in favor of any one method; rather, it describes several alternatives and discusses their differences. Judgment is required to decide the best way to
compute the cost of each component as well as the overall
cost of capital. These decisions depend on the data available and how the calculated cost is to be used.
Definition
3. The cost of capital is a composite of the cost of various
sources of funds comprising a firm's capital structure. It
is the minimum rate of return that must be earned on
new investments that will not dilute the interests of the
shareholder.
4. Management often makes decisions that affect the firm's
capital structure. Sources of financing may be different,
costs may vary, or the proportion of each source in relation to the entire capital structure may change. Each of
these variations affects the firm's cost of capital.
Uses of the Cost of Capital
5. The cost of capital may be of assistance in three major
uses: in making capital investment decisions, in managing
working capital, and in evaluating performance.
6. In making capital investment decisions, the cost of capital can be used as a discount rate of return in evaluating
the present value of project cash flows or as a "hurdle" or
"threshold" rate when evaluating the internal rate of return. The hurdle rate used may differ from the calculated
cost of capital to reflect the relative risk attributed to a
specific project, division, or business unit.
In managing working capital, the cost of capital may be
used to calculate the cost of carrying the firm's investment in receivables and to evaluate alternative policies
MANAGEMENT ACCOUNTING /NOVEMBER 1984

Financing Alternatives
10. Capital can be obtained in several ways: various forms of
debt, such as notes, bonds, or loans, may be issued; new
shares of preferred or common stock may be issued; or
the firm may retain earnings instead of distributing these
earnings as dividends. Each of these sources of capital has
its own cost, and the cost of each component may vary as
the mix of the components changes. Ofcourse, cost is not
the only factor considered when choosing among financing alternatives. Control, risk, timing, and flexibility must
be considered, as well as the relevant planning horizon
involved, be it two, three, five or more years into the future. However, this Statement deals only with the cost of
capital.
Cost of Capital Calculation
The cost of capital is found by determining the costs of
the individual types of capital and multiplying the cost of
each by its proportion in the firm's total capital structure.
The cost of capital is therefore a weighted average.
12. If a firm uses "n" different types offinancing, each with
its own cost and proportion in the capital structure, and
"k" represents the cost of an element in the capital structure, and "p" is the proportion that element comprises of
the total capital structure, a general formula for the cost
of capital (k is:
)

Introduction

and practices with regard to receivables. When deciding
on an inventory management strategy, the cost ofcapital
can be used as a guide to evaluate the financial costs of
carrying inventory.
8. The cost of capital may also be employed as a benchmark
for the evaluation of performance. The reported return
on capital or return on net assets may be compared with
the cost of capital for this purpose.
9. The cost of capital may also be used in acquisition analysis, liquidation studies, research and development decisions, and source -of- financing decisions. In regulated industries the cost of capital is used to set rates that will
generate the allowable profit for the firm.

a

troller, Ingersoll Milling Machine Company. Special thanks
are extended to Professor Robert A. Howell (Clinical Professor of Management and Accounting, Graduate School of
Business, New York University, and President of Howell
Management Corporation), Mr. Kenneth Brown (Consultant,
Howell Management Corporation) and Professor Jonathan B.
Schiff (Pace University and NAA Staff) for their research and
writing associated with this project.

ka = Plkt + P2k2

...

+ Pnkn

(eq. 1)

13. For example, assume XYZ Corporation uses three types
of financing: debt, preferred stock, and common equity,
with after -tax costs of 6 %, 12 %, and 16 %, respectively.
If the debt comprises 30% of the capital structure, the
preferred stock 20 %, and the common equity 50 %, the
cost of capital would be:
ka

= Plkl + P2k2 + P3k3
= .30 (6 %) + .20 (12 %) + .50 (16 %)
= 12.2%

14. For the purpose of investment decisions, the cost ofcapital should be based on the current or prospective cost of
the various capital components rather than on their historical costs. Two problems must be considered when
computing the weighted average cost ofcapital:
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a. How to determind the cost (k) of each of the various
components, and
b. How to determine their respective weights (p) in the
capital structure of the firm.
This Statement discusses various approaches to solving
these problems.
Capital Components and Their Costs
15. The first step in determining the cost of capital is to calculate the cost of each component in the capital structure
(the k's in eq. 1). Three types of financing are commonly
used by firms: debt, including that portion of short-term
debt considered permanent, preferred stock, and common
equity. While many similar steps are involved in calculating the cost of each component, each financing method
has its own attributes.
The Cost of Debt
16. The after -tax cost of debt is the interest rate, kd, multiplied by (1 -t), where "t" is the firm's applicable tax rate.
Questions which must be answered in applying this method are:
a. What interest rate should be used for kd?
b. How sho uld different issues or typ es of d ebt be
handled?
c. What effect do income taxes have on the interest rate?
17. Usually debt has specific, stated interest cost provisions.
Interest is paid either during the term of debt, or at the
end of it, deducted from the principal in advance (discounting), or treated using a combination of these methods. The amortization of the premium or discount should

be considered part of the cost of debt. In the event that
debt is discounted or requires compensating balances, appropriate adjustment should be made to the stated interest rate.
18. The effective cost of debt is lower than the stated interest
rate because the firm can deduct interest payments when
determining taxable income. The higher the tax rate, the
lower the effective after -tax cost of debt. In order to
equate the tax treatment of debt and equity, the interest
rate net of the applicable tax rate is used in the cost of
capital formula.
19. For example, if the firm's debt consists of 12% bonds and
it anticipates a 45% tax rate, the cost of debt would be:
Effective after tax rate = kd (1 -t)
= 12% (1 -.45)
= 6. 6%

(eq. 2)

20. While regulators often use an average stated actual cost
for kd to determine allowable rates of return for pricing
purposes, it is preferable to use the current replacement
cost (market value) of debt for calculating a cost of capital for the purpose of assessing the present value of future
cash flows or for evaluating alternative investment proposals of financial policies if the policies or proposals involve debt financing. Cash flows associated with new inves t men t s s h ou l d be mat ch ed wit h t he current o r
prospective cost of all capital associated with such
investments.
21. If one or more issues of debt are involved, yields to maturity should be used to calculate the cost of debt. The average cost of debt would therefore appear as shown on Table 1:

Table 1
Weighted Average Cost of Debt using Yield to Maturity
2

3

4

5= (3 x 4)

Debentures

Market
value

of
total

Yield to
maturit

Weighted
cost

'

%

1

Issue A

45

10.0

11.2%

1.12

Issue B
Issue C
Total

125
280

27.8
62.2

12.4%
13.1%

3.45
8.15

450

100.00

Weighted average cost of debt before taxes
Adjustment for income taxes (1 - .45)
Weighted average cost of debt after income taxes

12.7 %
_55
6.99%

'The yield to maturity on a bond is the rate of discount that equates the present value of all interest and
principal payments with the proceeds of the bond. If interest payments are made at the end of each
year and the face value of the bond is $1,000, we solve the following equation for r, the yield to
maturity:

p =
Where:

I
(1 + r)

i

I
(1 t r)2

A.

+

1
(1 + r)n

+

1,000
(1 .+ r)n

p = proceeds
I = annual interest and payment per coupon rate
n = number of years to bond maturity
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Convertible Debt

cost of equity capital is the most difficult component to
calculate. In theory, it is the expected, required or actual
rate of return on the firm's common stock which, if
earned, will leave the market value of the stock unchanged. This rate is difficult to estimate because there
are no fixed contractual payments for common stock as
there are for other securities issued by the firm. This
Statement presents several methods of estimating the cost
of equity ranging from simple to complex. Each method
has advantages and disadvantages. More than one method may be used to provide a reasonable estimate of the
cost of equity capital.

22. When a firm issues debt convertible into common stock,
it is in reality issuing a bond plus a call option on the
equity of the firm. Convertible debt is a security that is
exchangeable into common stock at the option of the
holder under specified terms and conditions. Because of
this conversion feature, the coupon rate on an equivalent
convertible debt issue is less than that of the straight debt
issue. The actual cost of convertible debt is higher than
the cost of debt that is not a convertible issue because
equity has a higher cost than debt.
23 In determining the cost of capital, convertible debt
should be treated as though it has been converted to equity if the conversion price of the debt is close to the Historical Rate of Return
market value of the firm's common stock. Otherwise, 30. One method used to determine the cost of equity capital
convertible debt should be treated as debt. In such cases,
is the historical rate of return to the stockholder. This
a premium may be imputed and added to the interest
method is applied by calculating the rate ofreturn earned
rate to reflect the value of the conversion privilege.
by an investor who is assumed to have purchased the
stock some time in the past, held it until the present, and
Preferred Stock
sold it at current market prices.
24. The general formula for the component cost of preferred 31. For example, assume that five years ago the price of a
stock (k p) used to calculate the firm's cost of capital is the
share of XYZ Corporation's common stock was $100.
Dividends of $10 were paid each year, and today the
preferred dividend (Dp) divided by the proceeds (actual
cost) or current price per share (Pp) (current or prospecstock sells for $110. The average rate of return for an intive cost):
vestor who purchased a share at $100 was 12% per year
($10 dividend plus $2 average annual capital gain /$100)
using this historical method. Twelve percent is the estiD
_
kp =
Pp
(eq. 3 )
mate of the current rate of return on the stock, or the
firm's cost of equity capital.
25. Preferred dividends are not tax deductible and represent 32. If used as an estimate of future cost of capital, this procedure assumes that:
an outflow of after -tax funds. For example, if a $100
share of a firm's preferred stock has an I I% dividend, it
costs the firm $11 in after -tax earnings. If XYZ has a
45% tax rate, the company must earn $1.82 before taxes
for each dividend dollar paid.
26. A firm may have more than one issue of preferred stock
outstanding. In this case, the weighted average rate on all
preferred stock should be used.
Deferred Items
27 Deferred items may be classified in various ways depending on the source of the item. With respect to the cost of
capital, an item such as deferred income taxes may be
treated as "free capital" if the source of such capital is the
federal government or other third parties. However, if the
source is considered attributable to shareholders, deferred items may be classified as part of equity. In practice, some firms omit deferred items in the calculation of
the cost of capital, some treat them as zero cost items,
and some treat them as part of equity.
28. Foreign currency translation and similar noncash adjustments to common equity that are not included in the
company's target capital structure should ordinarily not
be included in the calculation of the cost ofcapital.
Common Equity
29. Common shareholders' equity consists primarily of common stock, paid -in capital, and retained earnings. The
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a. There will be no significant change in the firm's future
performance.
b. No significant changes in the level of interest rates will
occur.
c. Investor attitudes toward risk will not change.
33. This method should be used with a great deal of caution
because such conditions rarely, ifever, exist. The historical method is not relevant for future decisions unless the
future is expected to be like the past.
Earnings/Price Ratio
34. The earnings /price ratio is calculated by dividing earnings per share by the average price per share. This method is illustrated below.
35. For example, ifa share of XYZ isselling for $100 and the
expected earnings per share is $12, which is used to approximate the earnings per share, the earnings /price ratio
is computed as follows:

ks =

EPS
Po =

12
100

=

12%

(eq.4)

36. It matches two unrelated factors, earnings based on historical experience (EPS) with a price (Po) that is determined by the investors' perception ofthe present value of
the future cash flows.
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Dividend Growth Model
37. The dividend growth model reflects a market value approach to determining the cost of equity capital. The basic logic of this method is that the market price of a stock
equals the cash flow of expected future incomes, both dividends and market price appreciation, discounted to their
present value. Looked at in another way, this means that
when the present value of the future flow of incomes is
equal to the market price, the discount rate is equal to the
cost of equity capital. A simplifying assumption is made
that incomes will grow at a constant compound rate.
38. The dividend growth model projects the cost of equity as
the dividend yield plus the expected dividend growth rate
(g). If DI is the dividend, then the cost of equity capital
(kJ is:

ks

=

DI
Po

+

g

(eq. 5)

39. Like all methods for determining the cost of equity capital, it requires an estimate, in this case, of the value of
"g." However, for entities in which dividend flow is relatively certain, such as some utilities, this model may be
used reliably. For example, assume XYZ Corporation's
stock is currently selling at $50 a share, the dividend at
the end of year 1 is expected to be $6, and dividends are
projected to grow at about 5% per year. For this company, the cost of equity capital (k s) is:

ks =

6
50 +

5%

=

17%

The dividend in this case one year hence would be: $6 +
$6 (.05) _ $6.30, which is the initial dividend plus the
growth in dividend.
40. This equation is useful only if market expectations are
that dividends per share will grow at the rate "g." Therefore, the important factor is estimating investors' perception of the growth in dividends per share. If investors beli eve th at th e p as t trend i n earni ng per sh are wil l
continue, this trend expressed as a percent may be used as
the dividend growth rate.
The Capital Asset Pricing Model (CAPM)
41 The capital asset pricing model was developed in connection with portfolio management. Some writers believe
that it also can be useful to measure the cost of equity
capital for an individual firm.
42. The capital asset pricing model is based on the premise
that the required rate of return on any security equals the
riskless rate of interest plus a premium for risk, the latter
designated as Beta. It is the expected or required rate of
return on the firm's common stock, and the CAPM can
be used to obtain an estimate of this cost.
43. Usually the riskless cost is the current or anticipated rate
on long -term U.S. Treasury bonds or short-term Treasury bills. The amount added for risk of a given firm is
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found by calculating its Beta.
44. Formulas for computing Beta are used principally to describe the risk of a portfolio of securities rather than the
risk characteristics of an individual firm. Moreover, studies have shown that calculations of Beta based on historical data may not produce reliable results. Investment
firms calculate Betas for individual firms whose stock is
traded publicly.
45. The CAPM, when used to estimate the cost of equity capital, requires the following steps:
a. Estimate the riskless rate, RF (either the rate on U.S.
Treasury bonds or the 30-day Treasury bill rate).
b. Estimate the stock's Beta (b) or obtain this estimate
from a brokerage firm or investment advisory service.
c. Estimate the return on the market as a whole, or on an
average stock value (kM). Studies have indicated that
the rate of return for the market as a whole has historically been generally 5 -7% higher than the risk -free
rat e o f ret u rn . Th us , s o me fi rms ad d 6 % t o t h e
Treasury bond rate to approximate the rate of return
for the market as a whole.
Estimate the firm's cost of equity (ks) as;
ks = RF + b (kM - RF)
d. For example, if the Treasury bond rate is 8 %, XYZ's
Beta is 0.9, and the expected return for the market is
14%, XYZ's cost of equity calculated using CAPM
would be:
ks = 8 + 0 . 9 ( 1 4 - 8 ) = 8 + 5 . 4 = 13.4%
e. While the CAPM appears to produce a precise calculation of the firm's cost of equity, each term in this
equation is, in fact, an estimate. Factors affecting the
estimate are:
The decision whether to use long -term or short term Treasury bonds for RF.
The difficulty in estimating the Beta that investors
expect the company to have in the future.
• The problems in arriving at the expected return for
the market as a whole.
Bond Yield Plus Risk Premium
46. Another approach to estimating a firm's cost of equity is
the addition of a risk premium to the interest rate on the
firm's long -term debt. A firm's cost of equity is somewhat
greater than the interest rate on debt.
47. A rough approximation based on historical patterns is
obtained by adding the risk premium to the firm's bond
rate. The risk premium is estimated to be 4%. For example, if XYZ's bonds are yielding 12% return, an estimate
of its cost of equity (ks) might be:
ks = Pretax bond yield + risk premium = 12% + 4 % = 16%
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turn. Firms establish target capital structures and raise
new capital in a manner that will keep the actual capital
structure in the desired proportions over time. Proponents of this approach argue that the target proportions
of debt, preferred stock, and common equity should be
used to calculate the firm's future cost of capital.

48. The 4% spread is judgmental and varies depending on
market conditions and other factors, Therefore the value
of k S calculated in this manner should be viewed as a
quick rule -of -thumb approximation.
Weighting Methods
49. Once the costs of the various capital components have
been determined, it is necessary to weight them to calculate the cost of capital. Any of three methods can be used
to determine these weights (the p's in eq. 1): the existing
proportions of the capital components on the firm's balance sheet, the current proportions of the market values
of the firm's outstanding securities, or the proportions
that should be maintained in the firm's target capital
structure. For retrospective evaluation of the company,
the existing capital structure may be appropriate. For
prospective evaluation, the target capital structure is
more relevant.
50. One method for determining weights is to use the book
value of each capital component as recorded on the balance sheet. Those who advocate a book value weight approach argue that it corresponds to the amounts shown
for the assets on the balance sheet; therefore, using this
method preserves consistency with published data. However, this method poses problems. The company's securities, if traded publicly, sell at market values that may be
quite different from those stated on the balance sheet.
51. Some authorities support the use of market value proportions to calculate the cost of capital. This approach is
consistent with using market values to determine the cost
of the individual components of capital.
52. The differences between the relative weights derived from
using book and market values are presented in XYZ's
partial balance sheet (Table 2). In this illustration, there
is a relatively large difference between the two weighting
methods. The effect of this difference on the cost of capital is shown in Table 2.
53. Another approach is to use the weights that exist in the
firm's target capital structure. Theoretically, each firm
has a capital structure, i.e., a mix of its capital components, that provides the optimum balance of risk and re-

Computing the Cost of Capital
54. Once the cost of each component and its proportion in
the capital structure have been determined, they can be
used to compute the firm's cost of capital. As shown in
eq. 1, this is done by multiplying the cost of each source
of capital by its proportion in the capital structure to obtain a weighted cost for each element. The sum of these
weighted costs is the weighted average cost of capital. As
an example, the weighted average cost of capital for XYZ
Corporation is computed using market values.
55. The yields to maturity of the three debentures A, B, and
C are 11.2 %, 12.4 %, and 13.1 %, respectively. If the market proportions of debt from Table 1 are applied, the
weighted average or overall cost of debt is 12.7 %. (See
Table I for computations.)
Effective cost of debt = 12.7 (1 - 0.45) = 6.99%
The market price of preferred stock is $78 per share.
Its component cost is then calculated from eq. 3:

kt,

DI
PP =

=

11
78

=

14.1 %

56. Because the cost of retained earnings is considered the
same as the cost of common stock, these two components
are combined and referred to as common equity. Assume
XYZ's common stock dividend expected next year is $12
and dividends have grown at a rate of 5% per year. If the
stock is currently selling at $100, the cost of common equity is:
DI
Pp

kP =

+ g

=

12
100

+

5 %n

=

17%

Table 2
XYZ Corporation Partial Balance Sheet
Year ended December 31, 19XX
(Dollar figures in millions)
Book proportions Market value

127
276
453

0.12
0.26
0.43

50

0.05

540
$1,043

0.52
1.00

$

Market rp oportlons

45
125
280
450

0.03
0.08
0.19
0.30

39
1,015
$1,504

0.03
0.67
1.00

$

0.05

$

50

$

Book value

Debentures, Issue A (11 %)
Debentures, Issue B (12 %)
Debentures, Issue C (13 %)
Total debt
Preferred stock
($11 dividend, $100 par)
common equity'
Total capital

'This example ignores deferred items. Equity includes common stock outstanding and retained
earnings.

MANAGEMENTACCOUNTING/ NOVEMBER1984

73

(If all these data are not available, one of the other
methods can be used to compute the cost of common
stock.)
Presented below in Table 3 is a sample weighted- average
cost of capital calculation.

cost
7.0%
14.1%
17.0%

Weight
able 2
0.30
0.03
0.67
1.00

composite
2.1
0.4
11.4
13.9%

Divisional Costs of Capital
57 A single company -wide cost of capital may not be an acceptable criterion in capital budgeting analysis, especially
for a diversified business. In such a case, the use of a divisional cost of capital may be warranted for a unit of the
company that has different risk and return characteristics
than the company as a whole.
58. One way of estimating divisional cost of capital is to compute with the costs of various fund sources for the firm as
a whole, then allow for divisional risk characteristics by
changing the proportion of debt and equity in the divisional capital structure accordingly.
Another alternative involves regarding the division as
typical of its industry with debt /equity ratios and costs
similar to those of the industry. These data are available
from the investment firms.
Summary
59. The cost of capital can be a useful management tool for
evaluating alternative investments. It is an estimation
that is reliable only to the extent of the reliability of its
component parts. The measurement of the cost of equity
is usually the most troublesome element. Additionally, in
formulating the cost of capital, estimates and assumptions are made that affect the accuracy of this measure
and the degree upon which it can be relied. With respect
to prospective decision- making, historical information
used as inputs in the cost of capital formulation is relevant only to the extent that it represents current cost.
60. Cost of capital is one criterion that should be examined
with other data with respect to a business decision, and
should not be the sole criterion.
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The following annotated bibliography includes both published articles and texts and is designed to provide the reader
with additional information regarding the cost of capital. The
selection criterion for this reference listing was the usefulness
of the individual references to the reader.
Articles

Table 3
Debt
Preferred stock
Common equity
Cost of capital

Appendix: Annotated Bibliography --Cost of Capital

a. Abdelsmad, Moustafa and Tai S. Shin, "What You Should Know About the Cost of
Capital." Management World, November 1981, pp. 31 -35. The authors provide an
introductory overview of the cost of capital. This brief piece avoids financial jargon
and is a good introduction for a nonfinancial manager.
b. Corcoran. Patrick J. and Leonard G. Sahling, " The Cost of Capital: How High Is
It ?" Federal Reserve Bank of New York Quarterly Review, Summer 1982, pp. 23 -31.
The authors o ffer a metho d to remove the dis torting effec ts of inflation from the
relevant rates upon which investment decisions are made. The analysis discriminates
between the effects of expected inflation and the uncertainty relative to expected in.
flationary impact.
c. Elliot, Grover S., "Analyzing the Cost of Capital," MANAGEMENTACCOUNTING, December 1980, pp. 13 -24. The author presents a case study and develops the component costs of long-term debt, preferred stock, and common equity. He also discusses
problems associated with the cost of capital computation resulting from uncertain
future behavior and the impact of inflation.
d. Geyikdogi, Y.M.. "The Cost of Capital and Risk of 28 U.S. Multinational Corporations vs. 28 U.S. Domestic Corporations: 1965- 1978," Management International Review - 1981. Vol. 21, pp. 89 -93, This paper presents a comparison of the cost of equity
capital of U,S. multinational firms with the cost of equity capital of U.S. domestic
firms over a 13 -year period. An extensive bibliography also is provided.
e. Gup, Benton E. and Samuel W. Norwood, III, "Divisional Cost of Capital: A Practical Approach," Financial Management, Spring 1982, pp. 20.24. This article reviews
previous work on divisional cost of capital and presents an alternative to the application of the capital asset pricing model (CAPM) for this purpose. The alternative was
b as ed o n p rac tic es at F uq ua I nd us tries . T he autho rs als o s up p ly a us eful
bibliography.
f. Hayes, Robert H. and David A. Garvin, "Managing as If Tomorrow Mattered," Harvard Business Review. May -June, 1982, pp. 70.79. Contained in this critical piece is a
section on the use of the "hurdle rate" derived from the cost of capital. The authors
argue that an artificially high rate is employed for capital budgeting decisions which
does not reflect current economic realities.
g. Maus. William J., "How to Calculate the Cost of Capital in a Privately -Owned Company," MANAGEMENT ACCOUNTING, June 1980, pp. 20 -24. This article p resents a
method for c omputing co st of capital when a so und value fo r stock is not readily
available. A case study is used to illustrate the suggested method.

Handbooks
a. Altman, Ed ward I., Financial Handbook. 51h editio n, Jo hn Wiley & Sons , New
York, N.Y., 1981.
b. Hagin, Robert L., The Dow Jones -Irwin Guide to Modern Portfolio Theory, Homewood, 111., 1979.

Textbooks
a. Brigham, Eugene F., Fundamentals of Financial Management, 3rd edition, Dryden
Press, Hinsdale, 111., 1983.
b. Gitman, Lawrence J., Principles of Managerial Finance, 3rd edition, Harper & Row,
New York, N.Y., 1982.
c. Schall, Lawrence D. and Charles W. Haley, Introduction to Financial Management,
3rd edition, McGraw -Hill Book Co., New York, N.Y., 1983.
d. Van Horne, James C., Financial Management & Policy, 6th edition. Prentice -Hall
Inc., Englewood Cliffs, N.J., 1983.
e. Weston, Fred J. and Eugene F. Brigham, Essentials of Managerial Finance, 5th edition, Dryden Press, Hinsdale, 111., 1979.
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In the Library
The books listed in this section are available from the NAA library. NAA will attempt to review all commercially published books written by NAA members.
Names with asterisks indicate NAA
members If you have a book which has
been published recently or is about to be
published, ask the publisher to send a review copy to Miriam Redrick at the NAA
office. Members may borrow books for a
two -week loan period by mail, telephone
or in person visit. Address Ms. Miriam
Redrick, Manager, Library Services,
NAA, 10 Paragon Drive, P.O. Box 433,
Montvale, N.J. 07645 - 2011573 -9000.
Contracting with the
Federal Government

Frank M. Alston, John Wiley & Sons,
605 Third Ave., New York, N. Y. 10158,
1984, 525 pp. —One of the paradoxes of
American business is that companies
which are heavily involved with government contracting often wish to diversify

Miriam Redrick and Stan Stec, Editors

into the seemingly easier civilian market. Conversely, companies with no defense business look enviously upon
those who do. There is a perceived advantage in defense contracting in terms
of assured cash flow, certainty of demand, and so forth.
This outstanding book should be of
equal benefit to those presently involved
in government contracting as well as
those who are contemplating it. It is
simply a fact of life that the federal government, in its efforts to protect the taxpayer, has designed a system of contract
requirements that differs from nongovern ment b us in es s an d th at i n many
ways is far more complex. The rules
must be followed. This volume not only
covers the rules and regulations comprehensively, but it also explains why
the procedures the government follows
were developed.
For those companies not in the defense business, but desiring to partici-

Designed specifically for the

IBM System/38
and the Management Accountant

pate, this book is required reading. Do
not make a major business commitment
to go after government sales without
studying this material carefully. The accounting requirements for complying
with Department of Defense (DOD)
regulations may well require a complete
revamping of the company's basic cost
accounting system. On the other hand,
a good system, which comprehensively
allocates all levels of direct and indirect
costs as well as general selling and administrative expenses, probably need
not be modified materially.
Some of the topics covered in this
book are contract financing, government contract cost principles and cost
accounting standards, terminations, and
defective pricing, and there is an excellent chapter on the resolution of disputes with contracting agencies. The
book is well laid out and contains a
number of sample forms, good graphics,
and charts. It is not light reading. This
is an essential reference tool for any
man agemen t acco u nt an t cu rren t l y
working in the defense contracting business or in an organization contemplating such a policy direction. In addition
to the principal author, who is a partner
with Price Waterhouse and chairman of
his firm's government and other longterm industries services group, four other co- authors from Price Waterhouse
participated in writing this volume.
The Corporate Steeplechase:
Predictable Crises
in a Business Career

A co mp reh e n s i ve

General Ledger,
Financial Reporting
and Budgeting System
with an integrated, optionally available

Accounts Payable System

DIDial

Company

Financial Accounting and Reporting Systems
Murray Financial Center, Suite 465
55% LBJ Freeway, LB -1
Dallas, Texas 75240 • (214) 458-0987
BM is a registered trademark of the International Business Machi nes Corporation
Lotus 1 -2 -3 and Symphony are trademarks of Lotus Development Corporation.
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Dr. Srully Blotnick, Facts on File, 460
Park Ave. South, New York, N.Y.,
10016, 1984, 283 pp. —A popular Forbes
columnist, Dr. Blotnick has written a
book that will ap peal to many NAA
members. His message is straightforward. A conscious decision must be
made that one's career (a) is important
and (b) can and should be managed.
The type of self- analysis required is not
as difficult as it may seem. Dr. Blot nick's case studies, which are scattered
throughout the book, should enable the
reader to find one or more parallel situations. Good explanations are provided
as to why, for each individual, certain
MANAGEMENT ACCOUNTING /NOVEMBER 1984

career decisions and approaches worked
—and why s o me of t h em were
counterproductive.
The book is divided into six parts
dealing with the chronological stages in
a person ' s career, beginning with the
20s, through the 30s, 40s and 50s. Separate sections discuss changing jobs and
the hidden pitfalls of self-employment.
The basic point Dr. Blotnick makes is
that career progress can be made and is
within the control of each individual.
Self - understanding is important, but one
must work to achieve it.
Any member who is thinking of a job
change, or even an entire career change,
should read this book carefully. Dr.
Blotnick' s basic message appears to be
that most people would be better advised to change how and what they are
doing on their present job—as opposed
to going elsewhere. Otherwise, more often than not , the same mistakes may
simply be repeated.

fits by reading this book.

microcomput er technolo gy to bring
more rigor into forecasting by using
generally accepted mathematical techniques. For anyone who has an assignment to computerize a firm' s forecasting
and who has a personal computer available, the book provides actual programs
(written in BASIC) and an explanation
of the formulas and approaches for a
practical " do- it- yourself ' approach.

Business Forecasting: Concepts in
Microcomputer Applications
Neil Seitz, Reston Publishing Co., Inc.,
Reston, Va. 02090, 1984, 192 pp.—
NAA is no w s pon soring a res earch
study on the use of mathematical models by industry. This book is a good example of businesses taking advantage of

INSTANT FINANCIAL PICTURE!
Corporate Financial Simulation Model on your IBM PC or
XT with Lotus 1 -2 -3, Multiplan, SuperCalc, VisiCalc or
D achCalc. Also available on most
CP /M & all Apple systems.

A $6,000 value for $295.

Bottom =- _ Z V
A Financial Decision Support System —
b u d ge t in g , p lan n in g, an aly s is , an d five -y ea r

Surviving with Financial
Application Packages
for the Computer
Gary D. Brown and Donald Sefton, John
Wiley do Sons, 605 Third Ave., New
York, N. Y. 10158, 1983, 233 pp. — "It
will take about a year to install a financial system after it is selected , and it will
cost about as much as to install it as the
purchase price of the package. "(p. 23)
"If there were only ad vant ages to
packages, all applications would be done
using them. There are, however, some
disadvantages." ( p. 31)
With regard to selecting a specific
vendor, the authors state, "No shortcuts
should be taken, because the success of
the package depends on how well the selection is done." (p. 177)
These quotations demonstrate the approach and tone of this book —a volume
that can be highly recommended. Any
management accou nt an t wh o is i nvolved in the selection of a major accounting application package such as
payroll, general ledger, fixed assets, or
data base should read this brief book
first. It offers hints on negotiating with
vendors and techniques for evaluating
alternative vendor proposals.
In September 1984, NAA ran two
one -day seminars dealing with this exact
topic. Those not able to attend the seminar could still obtain many of the beneMANAGEMENT ACCOUNTING/ NOVEMBER 1984

forecasting.

For information or immediate UPS COD delivery call (714) 476 -2842
ILAR Systems, Inc. • 1300 Dove Street, Suite 200 . Newpo rt Beach, CA92660

Computers should
help prepare taxes.
V i o
0

Not tax your
cash flow,
You don't have to buy a new computer to use one. Lease direct from
us. Any make. Any store. Any time.

CALL US LEASING
800 - 227 -4188

In California call 800 - 792 -0886.
Not available in Alaska, Hawaii,
Arkansas and Louisiana.
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People in the News
Promotions and New Positions

GM Sales and Service Truck div

named controller of Life Investors, Inc.

Gary Fasick, CMA, Akron Cascade, has
been promoted to corporate controller
at MACtac.

Gary Layton, Binghamton, was promoted to vice president at Endicott Trust.

Richard C. Veid, Cincinnati, has been
promoted to assistant treasurer by the
Fenton Rigging Co.

Bernard F. Denault , Alameda South,
has been promoted to controller for Bay
Area Cities Glass Co.
Michael R. Carr, Baltimore, was named
controller for Dovell & Williams, Inc., a

Pat rick L . Arceneaux , Birmingham
Vulcan, has been promoted to partner
at Arthur Young & Co.
Al an F l et ch er, Cedar Rapids, was
named chief financial officer of Life Investors, Inc.... Carol Borlaug has been

Too much waiting is
disastrous to a successful
career.
Too little waiting is
disastrous to a successful
career.
We offer the kind of
information that will assist
our applicants in directing
their own careers.
We specialize in the
field of accounting, finance
banking and computer
technology. Our staff comes
from these fields, and we
put out a free newsletter
called Careers with information about these fields
you might find useful.

Richard A. Hauptmann, Chicago, has
become vice president of the Mooney
Aircraft Corp.
Donna Howerton , Greater Ozarks, is
now controller and operations manager
at Syntex.
James R. Bowman, Jacksonville, will
become controller of St. Regis Paper
Co.... Ronald E. Davis has been promoted to executive vice president at Unijax, Inc.... Wilbur F. Lube has been
named division controller at Georgia Pacific Corp.

..,

Robert Butler, Kansas City, is now administrative director with Morrison,
Hecker, Curtis, Kuder and Parish.
William M . Hannon, Lansing - Jackson,
has been appointed director of finance
for the Jackson Public Schools.
Timothy Koechel, Madison, has been
promoted to principal in the firm of
Suby, Von Haden & Associates, S.C.
Walter Johnson, Mohawk Valley, was
named controller of Oneida Valley National Bank.
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Call your local Rorrw deice to have a free copy of
Careers sent to your home at no oNi labon. If una ble
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Herbert F. Kropp, Oakland -East Bay,
was�appointed�vice�president—corporate audit, Amfac Inc.
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Walter B. Barlow, Jr., New Orleans, has
been appointed associate administrator finance at Browne- McHardy Clinic.

Audie K. Chang, Peninsula -Palo Alto, is
now controller of Communication Intelligence Co. in Menlo Park.

8137128-6327
� " L
Kc
919(725 -1933

Jacob A. Castrilla, Ohio Western Reserve, is now president and owner of
Spring Wood Products.

James P . M arl ey, Philadelphia, has
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Mary Hitt, San Antonio, has been elected vice president of finance for Pioneer
Flour Mills.... Donald Russell, has become controller for Uniform Sales Co.
Thomas Turner, Toledo, has been elected vice president- finance and treasurer
at Bostwick -Braun Co.

Emeritus Life Associates
L. M. Barrick, Northern Virginia.
El mer J. Bibbee, Wh eeli n g , past
president.
K. R. Bramlett, Charlotte Blue.
Stanley Czarnomski, New York.
Gilman C. Harvey, Jr., Member -atLarge.
Raymond O. Jones, Jr., Lynchburg.
George H. Kingstone, Member -atLarge, England.
Delbert M. Lefmann, Orange Coast
California.
Edward A. Kurz, Massachusetts Pioneer
Valley.
H. E. McDaniel, Richmond- Jackson.
Robert E. Messham, Dayton.
Robert J. Otte, Evansville.
W. L. Quinn, Tulsa.
W. R. Shapton, Portland Willamette.
Robert E. Snyder, Spokane Area.
Irving R. Swanson, Rockford.
William W. Weide, Orange County.
Roy O. Wisch, Racine - Kenosha, past
president.

financial statements would be a more
accurate app licati on of existi ng accounting theory.
All NAA members should communicate their viewpoints, either favorably
or unfavorably, on this issue to the Financial Accounting Standards Board
and Securities & Exchange Commission. We, as NAA members, have a responsibility to express our opinions on
significant /controversial accounting issues to the MAP Committee, FASB,
and SEC.
Gene L. Smith
Akron Summit Chapter

32-4-4
though the new systems have a useful
life in excess of one year.
Statement of Financial Accounting
Concep ts No. 3 defines an asset as
" . . . probable future economic benefits
obtained or controlled by a particular
entity as a result of past transactions or
events." It appears to me that certain
expenditures incurred in developing
software systems meet this definition.
Granted, it would be difficult to distinguish between those expenditures which
should be capitalized versus those expensed, as well as to ascertain the useful
life of the system. However, it is my
opinion that the capitalization of systems development expenditures in the

In Memoriam
Leonard W. Barker, 84, Dayton, 1927.
Emeritus Life Associate.
Stewart C. Brown, Milwaukee. Stuart
Cameron McLeod Society; ELA.
Homer C. Getz, 76, Dayton. 1935. ELA.
Frank J. Kalinowski, 60, Waterbury,
1947.
Roy K. Matsuda, 55, Hawaii, 1982.
Clifford E. Sailer, 45, Connecticut Gate wav, 1971.
I-larold E. Schwanbeck, 55, Southern
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Della Wore Red
It appears that your printer and your
proofer cannot make up their minds as
to which way they want to spell Delaware —see page 71 (Sept. issue). You
have it "Del aware" an d a few li nes
down you have it " Deleware." I will not
be surprised if next you have it "Della
Ware." What did Della wear?
Larry Hickman
San Antonio, Texas

Computersshould
balanceyour
cinien&books.
ASSETS

LIABILITIES

i

Robert Reynolds, Portland - Willamette,
has been promoted to site /coordinator/
co n t ro l l er fo r t he Oh med a Gro u p ,
Beaverton.

Maine, 1966.
Ernest M. Shapiro, 89, Southern Maine,
1925. ELA.
William L. Wassel, 67, Massachusetts
North Shore, 1966.
G. H. Wrighte, 71, Chicago, 1951. ELA.

Letters

been appointed controller, worldwide
marketing for the computer systems
unit at Sperry Corp., located in Blue
Bell, Pa.

Without
unbalancing
yours.
You don't have to buy a new computer to use one. Lease direct from
us. Any make. Any store. Anytime.

CALL US LEASING
800- 227 -4188

In California call 800- 792 -0886.
Not available in Alaska, Hawaii,
Arkansas and Louisiana.
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ILAR Systems, Inc. has introduced
Bottomline -V (version 1.1), a corporate
financial decision support system for
business planning, raising venture capital, corporate financial analysis, increasing lines of credit, or obtaining a SBA
loan. The user simply inputs financial
data and assumptions, and a complete
financial plan can be printed or saved
for further reference. Bottomline -V runs
on the IBM PC and XT, DEC Rainbow, HP 150, Wang PC, all the Apple
Systems. and most DOS and CP /M systems with compatible spreadsheet pro-

Dow Jones & Company, Inc., is introducing several new options to its News/
Retrieval service. The first, Enhanced
Current Quotes, ad ds a "news alert"
feature to the 15- minute delayed Current Quotes. The news alert flags current day news with a message that app ear s af t er the sto ck q u o t e. Th e
subscriber can then access the story
from the Dow Jones News data base in
News Retrieval. The second option,
Real Time Quotes, couples the news
alert feature with real -time stock quotes
that come directly from the exchanges.
Real -Time Quotes are available for all
stock trading activity on the New York,
American, Pacific, and Midwest exchanges, including composites. For information, call Julie Denny, Princeton,
N.J., (609) 452- 20000.

DM Data, Inc., has formed Fountain
Hills Software, Inc., to provide additional client consulting services in the
area of Artificial Intelligence software.
Fountain Hills Software has been chartered to provide expert systems type of
AI software, in the areas of cost modeling, business planning, strategic planning, and small business financial programs. The initial standard
include cost - modeling programs of
semiconductor facilities and management planning programs for purchasing
custom circuits. For further informatio n, con tact Al Co rey, S co tts dal e,
Ariz., at (602) 945 -0261.

Geleo Payment Systems offers three replacement options for dealing with the
credit system. TRAVELETTER SYSTEM does away with cash advances,
credit cards, and reimbursements by enabling a company's authorized travelers
to write their own expense checks in
sight drafts called Travelorders. The
drafts, which bear the name of the company,and its bank, are issued directly to

.

x

x

Mosler has introduced a line of data
safes for the protection of information
processing and computer media. The
safes are rated to protect floppy discs.
They have, reportedly, passed the extensive German Braunschweig Fire and
Impact Test. The safes are available in
four sizes: fro m 41 . 2 " X 33. 6"
35.2 ", the smallest, to 79.2"
46" X
35.2 ", the largest. A full line of interior
arrangements is available and all accessories can be installed in the field, and
ad j u s t ed , as s t o rage req u i remen t s
change. Mosler also offers propriety security communications, access control,
alarm, energy management, life /safety
and video surveillance equipment for
most facilities. For further information,
contact Dept. PR -324, Hamilton, Ohio,
at (513) 867 -4000.

.

Mosler Data Safe.

Management Control Systems (MCS),
a division of Informatics General Corp.,
has introduced Audit Advantage, an audit working papers software package.
Audit Advantage handles annual, semiannual, trimester and quarterly audits;
and includes several levels of security,
so certain tasks can be performed. The
basic information for the audit —the
chart of accounts and trial balance —
can be entered into the computer by either the accountant or the client. Audit
Advantage runs on the IBM PC, PCXT, and PC -AT, plus the Compaq fine
of portable computers. For information,
call Chuck Carlson, MCS, Atlanta, Ga.,
at (404) 432 -1996.

the travelers, along with a letter of authorization to write and cash one draft
per reporting period (usually a week) in
any amount, up to a preset limit. RAPIDRAFT is a custom - designed system to
make and control high volume, low dollar obligations for retailer promotions,
credits, warranty claims, and similar
transactions in the field. RAPID -PAY
PROMOTIONS is a unique direct -mail
marketing tool that enables manufacturers and marketers to combine attractive
cash incentives with sales orders. A Rapidpay draft in a specified amount is attached to promotional materials and
mailed to selected retailers. Contact the
Sales Dept., Geleo, Minneapolis, Minn.,
at (612) 828 -2236.

&

grams such as Lotus 1 -2 -3, PeachCalc
and Visicalc. For further information,
contact the Product Information Dept.,
ILAR Systems, Newport Beach, Calif.,
at (714) 476 -2842.

&

► .0

Donna Marks, Editor
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TRADE UP TO COLD AND CUT YOUR LUST.
NA A m e m b e r s g e t a lin e o f c r e d it fr o m $5,000 to as high
as $15,000, wit h y o u r c h o ic e o f a Pr e m ier V is a ' " o r G o ld
M a s t e r C a r d '.11a c c o u n t f r o m Be n e f ic ia l N a t io n a l Ba n k
(U. S. A. ). P lu s t h e se s p ec ia l co st -cu t t in g f e a t u r e s :
A p r e f e r r e d i n t e r e s t r a t e . 17. 5 2") or 4% a bo ve pri me ,
whi c he v e r is highe r.
N o i nt e r e s t c ha r g e o n p u r c h a s e s — w he n y o u p a y y o u r
ba la nc e i n f ul l e a c h month.
R e d u c e d a n n u a l f e e f o r N A A m e m b e r s .❑Only❑$25—
half the cost o f co mparab le p rem ium accoun ts.

Free Mone y Man agem ent C hecks. A ccess you r ent ire line
of credit, conveniently, privately.
F r e e A i r / Tr a ve l A c c id e n t I n s u r a n c e . $250,000 with your
Gold MasterCard or 5250,000 with your Premier Visa card.
For those with a total annual income of $30,000 or more, this is a
solid package of purchasing and borrowing privileges —at a
reduced price for NAA m em bers. Send us your application
rodav —let Beneficial cut your costs, as we add to your
financial convenience!

PRE MIU M CAR D A CC OUN T A PP LIC ATION
FOR ME MBE RS OF TH E NATION AL AS SOC IATIO N O F A CC OUN TAN TS
Yes, as a Member of the National Association of
Accountants, I want to receive a: (select only one, please)
❑ ❑Beneficial❑Go ld❑MasterCard❑account❑Including❑a❑credit❑line
of up to $15.000
❑ ❑B eneficial❑P remier❑V isa❑acco unt❑Including❑a❑credit❑line
of up to $15,000
Please provide all information requested. Incomplete
applications must be rejected.

_

FINANCIAL REFERENCES
Bank❑name❑—❑Savings
Bank❑name❑—❑Checking

_ ❑ B a la nc e ❑ $ —
Balance $

Other❑Credit❑Cards—E l❑A mex ❑ ❑M asterCard ❑ ❑ v i s a
Other, including money market f unds, etc. Balance $

.

Estimated total debt (excluding home mortgage) $

Name

I agree to be bound by the Beneficial Natio nal Bank (U.S.A.)
Cardho lder Agreement and Disclosure S tatement that will be
mailed to me along with my Gold MasterCard or Premier Visa
card. I understand that it my total household income Is less than
$30,000 1 will be issued a regular MasterCard or Visa card. This
application Is not fo r a company account.
❑ ❑I'm❑interested❑in❑credit❑life❑insurance.❑S end❑details.

Home Address

City

State_

Zip

Previous Address
(it at new address less than 3 years)
Home Telephone (

)

Office (

My Social Security Number is

)

Birth Date

Applicant's Signature

Date

Co- Applicant's Name (please print)

Employer's name and address

Co- Applicant's Employer
Position

Years there

Co- Applicant's Annual Income $

Date❑—___

Current annual income (gross) $

Co- Applicant's Signature

Rent❑❑

MAIL TO: Beneficial National Bank (U.S.A.)
P.O. Box 8936, Wilmington, DE 19899

Own❑Home❑❑

Monthly rent /mortgage payment $
Date purchased

To cover the administralive costs of arranging a national program. the Association
receives a small fee This offer should not be construed as an endorsement by the

Pur c hase Pr ic e $
Membe r F D IC

__

Association of the lender or any other products or services included in the Group
Discount Program.

0 1

0❑ ❑ Benef i ci al 'Nat i onal ❑ Bank (u.w
`

The Annual Percentage Rate for purchases and cash advances is variable. and will be the higher of 17 52%or4%above the "Prime Rate' There is a minimum finance
is due Of course. no interest will be charged for purchases which first appear on your most current billing

Charge of $ 5 0 in a ny bil ling p eriod i n whic h a fi nance charge

`

statement if payment in full of the new balance is recce =ved b= the payment due date

4005 11 0000 4
r

Yours free.

This valuable booklet contains many practical
tips —some will almost certainly improve productivity in your company. It's published by Robert Half;
the world's largest recruiting service specializing
in financial, accounting and data
processing professionals.

Tb get your copy, contact any of the 80 Robert
Half offices on three continents. Or, write on your
company letterhead to: Robert Half International Inc.,
PO Box 4157, New York, NY 10163.

®ROBERT N

LFO

1 .. accounting, Rnancial and edp personnel specialists
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